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NEW TOTAL-ELECTRIC SCHOOLS REFLECT PREFERENCE FOR ELECTRICITY. 60% of Washington 
State’s population growth in the past 10 years has occurred in Puget’s service area. 
In the past two years alone, 39 new schools being erected to serve this growth have 
gone “Total Electric” with electric heating, electric water heating and electric cooking 
— more evidence that people in Puget Country prefer electricity for all their jobs. 





VISIT THE SEATTLE WORLD’S FAIR IN 1962. Next year, 
from April 21 to October 21, this great exposition 
will give millions of visitors a preview of life in 
the 2lst Century. Thirty-five nations will be rep- 
resented. You'll find the exciting hydroelectric 
exhibit right next to the Space Needle and the 
Monorail terminal. We hope you'll “Come to 
the Fair’ and visit nearby Puget Country. 





OWNERSHIP OF APPLIANCES 
IN PUGET COUNTRY FAR 
ABOVE NATIONAL AVERAGE 
Here are a few typical examples of appliance 


ownership as reported in a recent national survey 
(in Electric Light and Power for August 1, 1961): 


‘ ee ; Electric National Puget 
—” . 2 a be Appliance Average Customers 

’ 4 j =. ee |“ RANGES 30.6% 87.0% 

es Fai : ae 7 . WATER HEATERS 17.4 84.0 

aia (Oh - DRYERS 13.6 45.0 

PUGET HOMEOWNERS USE 2% TIMES MORE ELECTRICITY THAN THE NATIONAL AVERAGE. 75.49% of FREESERS 136 33.0 
Puget homes use both electric cooking and electric water heating. More than 18,000 Puget residential customers own an average of 
Puget homeowners now use electric heat, and new electric heating customers are being 15.1 electric appliances per family... far above 
added at the rate of more than 3,000 a year, many of them through conversion from national average for electric appliance ownership. 








gas or oil. Puget stands second in the nation in rate of residential usage increase. 
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Serving 830,000 people in 270 communities of Western Washington * Executive Offices: 1400 Washington Building, Seattle 1 
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How much can you 
save on Taxes? 


Maybe nothing. Maybe a lot. But 
if you're an investor, it might pay to 
find out. 

How? 


Well, our brand-new Tax Kit should 
give you the answer. 


It begins with a general outline of 
capital gain and loss provisions for 
1961, has half a dozen detailed sug- 
gestions on just how those provisions 
can mean real savings in taxes—then 
takes up and spells out eighteen other 
important points you might want to 
consider. 

In addition, there are four pages of 
worksheets you can use to find out 
just where you stand on taxes. 

Finally, the Kit includes a list 
of more than 400 stocks carefully 
matched for price, yield, type, and 
quality, which should help you make 
switches for gain or = 


MIESTopy 


loss purposes—with- | 










out disrupting your 
portfolio balance. 
There’s no charge 
for our Tax Kit, 
of course. 
If you'd like a / 
7 }; &a-: 
copy, simply call | 
or write. 


MERRILL LYNCH, 
PIERCE, 
FENNER & SMITH INC 


70 PINE STREET, NEW YORK 5, NEW YORK 
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The payroll 
‘deduction that adds 
to your income 


When you join the Payroll Savings 
Plan at work, you authorize a ‘“‘de- 
duction” from each paycheck. But 
the money comes back to you 33 14% 
bigger. That’s because it’s invested 
in U.S. Savings Bonds. All you do is 
tell your company how much to set 
aside from each paycheck. The rest 
is automatic. You don’t see the 
money so you can’t spend it, and 
soon you don’t even miss it. Even if 
you’ve never saved before, you be- 
come an expert saver just by signing 
the Payroll Savings card. And if you 
set aside as little as 63¢ a day, ina 
year you'll own U.S. Savings Bonds 
worth $300 at maturity! 


Why not ask your payroll clerk about 
starting your savings plan today? 





Your money is registered safe! This 
serial number protects your investment 
in U.S. Savings Bonds against all risks. 
If anything happens to a Bond, Uncle 
Sam replaces it free. 


Nice things to know about 
U.S. Savings Bonds 


- You invest without risk under a 
U.S. Government guarantee - You 
now earn 334% interest to maturity 
- You can save automatically on the 
Payroll Savings Plan - You can buy 
Bonds at any bank « Your Bonds are 
protected against loss, fire, even theft 
« You can’t lose your money « You 
can get your money any time you 
want it « You buy shares in a stronger 
America. 











Automatic success at saving! Just sign 
the Payroll Savings Plan card, and you’re 
an expert at saving. Your company does the 
work, you get the benefits. 
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How bright is their future? You can help make sure they’ll have financial 
security in the years ahead by starting a regular savings program with U.S. 
Savings Bonds. 





You save more than money 
with U.S. Savings Bonds 


This advertising is donated by The Advertising Council and this magazine. 
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The Trend of Events 


CRAZY LIKE A FOX... Mr. Khrushchev is behaving 
like a madman, and giving a very good performance. 
But this simulated lunacy is merely a pose designed 
to mask his true purpose, which is to divide the 
West, and unbalance the striking power of the 
United States by destroying NATO and our bases 
in the various countries. And his refusal to halt the 
high megaton nuclear explosions is basic to this plan. 

The opening gun in his all-out campaign was fired 
at the time of the Summit Meeting in Paris, where 
he violently attacked President Eisenhower in an 
attempt to build up the U-2 Spy Incident beyond all 
proportions, for Russia has been notoriously guilty 
of such practices throughout her existence. 

So far, he has failed in his efforts to break up the 
Western alliances and, al- 
though he succeeded in arous- 


his nuclear explosions to arouse the people in the 
various countries to such a point of fear that they 
will demand their governments cancel defense agree- 
ments with the United States—dismantle the bases 
—and assume a neutral position in the East-West 
conflict. 

This was clearly shown to be his purpose when, 
in response to the protest from Premier Hayata 
Ikeda on the life and death danger of atomic fall-out 
over Japan, he said that the real threat to the 
Japanese people was the alliance with the United 
States and the maintenance of American bases, 
which he decared were constructed for use against 
the Soviet Union, Communist China and North 
Korea, indicating that Russia is actually in an all- 
out war with the United 
States now—a war based on 








ing cries of “throw the Yankee 





bases out” at various times, 
his success did not go far 
enough to accomplish his pur- 
pose. And NATO has con- 
tinued to be a-bone-in-his- 
throat which he cannot dis- 
lodge. 

Now, in frustration, he is 
counting on the fall-out from 





We call the attention of the reader to 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and businessmen. To keep 
abreast of the forces that may shape 
tomorrow’s markets, don’t miss this 
regular feature. 








a strategy of terror designed 
to give her what she wants— 
“or else—the “or else” being 
at the expense of the lives of 
the men, women and children 
of Japan and the other coun- 
tries that stand in her way. 
This may be a revolution- 
ary departure in warfare, 
with air pollution by stron- 
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tium 90 a new weapon more frightful than conven- 
tional ones, because its immediate impact as well as 
its effect on future generations are not yet known. 

Already, a great many countries, from Canada, 
Britain and Denmark to Ethiopia and India, have 
lodged complaints with the Soviet Union. And as a 
result we can expect pleas to the United States from 
every corner of the earth urging us to yield to Rus- 
sian demands so that their lives and those of their 
children and grandchildren can be spared. 

And wherever the masses are kept in ignorance 
of the true facts, we can be sure 
Khrushchev, by refusing to modify 
his program will be able to throw the 
responsibility for the fall-out on the 
United States and turn the people of 
the world against us, so that he can 
take over. 

We must be sure he does not ac- 
complish his purpose and recognition 











SANCTITY OF OIL AND MINERAL LAND 
CONTRACTS ENDANGERED IN SASKATCHEWAN 


that we are actually at war with the Soviet Union 
is the first step in that direction. 

Thus far we have failed to do so and act as though 
we seem to believe that what is going on is merely 
the give and take in a battle of wits. And now fail- 
ure to make a definite decision on our own by calling 
on the U.N. to plead our cause and be tossed hither 
and thither by the divided judgement of our allies 
has only further lessened our stature and weakened 
our position, with the detonation of the 50 megaton 
bomb serving as an exclamation point of Khrush- 
chev’s contempt. 

Have we lost the first decisive 
battle? It would seem so. For on 
this very day comes the announce- 
ment that our government has 
agreed that Americans entering the 
Communist sector will submit their 
passes for inspection by East German 
police. END 














By W. E. GREENING 


e According to a story in the Financial Post of 
Toronto for October 28th, 1961, the Government of 
the Western Canadian province of Saskatchewan 
has just passed a bill which affects adversely the 
position of many of the oil and gas exploration and 
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leasehold companies in that region of Canada. 

It provides for the forced renegotiation of con- 
tracts which farmers and other residents of that 
province owning oil lands made with these com- 
panies about ten years ago when the oil and gas 
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prospecting boom in Saskatchewan was in its first 
beginnings. 

This bill reduces the terms of these leases from 
ninety-nine to ten years and also increases the 
acreage fee which is to be paid by the oil com- 
panies to lease companies and farmers when the 
oil is not being produced, from twenty-five to fifty 
cents an acre. 


> This Bill 56, as it is called in Saskatchewan, 
has an interesting history. It dates back to the year 
1959, when many of the local farmers there, feeling 
that they were not getting a satisfactory enough 
deal in this matter of royalties from the oil and gas 
companies, put strong pressure on the Provincial 
Legislature to set up a Provincial Mineral Rights 
Renegotiation Board, which was designed to force 
the oil companies to renegotiate many of these con- 
tracts, most of which had been made several years 
before. 


& About 2,530 of these contracts have come be- 
fore this Board to date. In some cases compromises 
were made between the companies and the farmers, 
but certain of the companies, including the Can- 
adian Williston Company which holds leases on 
700,000 acres of oil lands in the southern region of 
the province, refused to accept the terms set by the 
Board. 

Therefore, in April of the present year, the pres- 
ent Socialist Co-operative Commonwealth Federa- 
tion Administration in Saskatchewan put a bill 
through the Legislature to force them to do so. 


& Under the Canadian constitutional set up, when 
a bill of this type passes a Provincial Legislature, 
it then goes to the Lieutenant-Governor of the pro- 
vince for his assent. This is usually a purely formal 
proceeding. since the Lieutenant-Governor, like the 
Governor-General of Canada in Ottawa, has purely 
ornamental functions and rarely, if ever, interferes 
in legislative proceedings. 

However, in this case, to the vast surprise of 
many observers, the Lieutenant-Governor of Sas- 
katchewan refused to approve this bill on the 
grounds that it was bevond the legislative powers 
of the Saskatchewan Government and not in the 
public interest, and referred it to John Deifen- 
baker, the Prime Minister of Canada, and the 
Federal Cabinet in Ottawa for consideration. 

It is many years since an incident of this type 
has happened in Canada. Mr. Deifenbaker then 
decided that the bill was constitutional and had 
an Order-in-Council passed by the Federal Cabinet 
ratifying the action of the Saskatchewan Govern- 
ment in this matter. 


Political Aspects of Mr. Deifenbaker’s Decision 


& Now, one must not jump at too hasty conclu- 
sions regarding the motivation of Mr. Deifenbaker, 
and infer that he thus revealed himself to be the 
enemy of private enterprise and the sanctity cf 


NOVEMBER 4, 1961 


contracts. Other political considerations came into 
play here which had nothing to do with the rights 
or wrongs of the case of the oil companies. Direct 
interference by the Federal Government in Canada 
in the legislative actions of the provinces there, is 
no more popular with the electorate there than is 
an infringement of states rights by the Federal Gov- 
ernment in the United States. And there is also the 
fact that Saskatchewan is Mr. Deifenbaker’s home 
province and that he is strongly sensitive to elec- 
toral opinion there. 
> During the session of the Saskatchewan Gov- 
ernment which is now in progress, the Co-opera- 
tive Commonwealth Federation Administration 
again passed this bill and proposes to apply it 
immediately, against the recalcitrant oil com- 
panies. 

There are reports that the Canadian Williston 
Company intends to continue its fight against this 
measure and that it may take the oil companies 
case to the Canadian Courts where it might be 
fought right through to the Supreme Courts of 
Canada in Ottawa—the highest Canadian legislative 
tribunal. 


Sanctity of Contracts at Stake 


& The Regina Leader Post, one of the most in- 
fluential newspapers in this region of Canada, which 
is published in the capital of Saskatchewan, made 
some significant remarks about this bill in an edi- 
torial on October 19th 1961. 

It attacked it as a very arbitrary piece of legis- 
lation—dangerous to the rights of private pro- 
perty. It remarked that if the oil companies began 
a legal fight against the Act and that the Supreme 
Courts of Canada approved it on the grounds that 
it was within the constitutional spheres of the 
Saskatchewan Government, that it might become 
necessary to make changes in the Canadian con- 
stitutional set up, so that the rights of property 
and the sanctity of contracts would receive more 
effective legal protection. 

The present Co-operative Commonwealth Federa- 
tion has been in office in Saskatchewan ever since 
1944 and, in spite of its socialist principles, when 
the gas and oil prospecting boom began there around 
the year 1949, it did not try to hinder unduly the 
prospecting plans and activities of the large Ameri- 
can and European-controlled gas and oil companies. 


This bill is the first sign of a change of attitude on 


the part of this Administration towards this ques- 
tion. During the past two or three years, the tempo 
of oil and gas prospecting in the province has nota- 
bly slackened as compared with similar activity in 
the neighbouring province of Alberta, because of 
marketing difficulties and the failure to locate large 
new fields. If the Saskatchewan Government persists 
in acting in this manner, it is not likely that any 
large amount of new outside capital will be attracted 
to oil exploration in the province in the near future. 
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Can Earnings Support The Market? 


With behavior of individual stocks highly mixed, over-all market movement is still re- 
stricted within a broad trading range. On average, the third-quarter profit reports show 
only a small year-to-year gain, despite the high level of business activity. There has been 
some lessening of confidence in the business outlook for the rest of the year and into 1962. 
Allowing also for serious foreign uncertainties, a conservative investment policy remains 


advisable at this time. 


By A. T. MILLER 


: 

STRONG demand for stocks at present is 
confined to a minority of issues mainly in sections 
of the list with appeal for conservative investment, 
including utilities, several of the food groups, most 
of the retail issues, some tobaccos and the bank and 
insurance stocks. Most of the former “glamour” 
stocks are on the skids. Relatively few cyclical-type 
issues are performing well. 

The speculative fever, which approached the stage 
of delirium last Spring, has receded further. One 
reason is no doubt the continuing ‘‘war of nerves” 
over Berlin. Another is that many people, including 
a number of industrial economists, now question 
whether there is as much of a business boom ahead 
as had been generally expected during the initial 
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fast phase of revival from the recession low. 

But there is another reason also—perhaps even 
the most significant one—for the more sober mar- 
ket mood. It is that most people reaching for a fast 
buck have either had their fingers burned in recent 
months or at best have found capital gains much 
harder to come by. In short, the market lacks a 
public vote of speculative confidence. 

The industrial average gave up nearly 7 points 
last week, closing about 28 points below the early- 
September high and less than 7 points above the 
September 25 minor-reaction low. Following their 
recent unusually sharp spurt, the rails have “re- 
verted to form”, drifting down steadily from the 
October 11 rally high (which was a new high for 
this year) to nearly a 5-point lower 
level by the end of last week. The utility 
average eased slightly but stands only 
a fraction under its October 20 post- 
war high. 

There has been moderate deteriora- 
tion in most of the technical indicators. 
Declines in individual stocks last week 
exceeded advances by a wider, even 
though not great margin than in several 
weeks. New highs continued to exceed 
new lows, but by the smallest ratio in 
some time, with the score 106 to 91 last 
week, against 150 to 41 three weeks 
earlier. As shown by our Market Sup- 
port Measures, demand has_ eased 
slightly, supply has risen slightly, leav- 
ing a favorable spread but a fairly 
narrow one. 

A Look At Earnings 

There are more third-quarter profit 
reports to come than have been released 
up to this writing. The final reckoning 
probably will show a fair-to-sizable 
year-to-year gain in average net in- 
come, since a good gain by one large 
company will outweigh unimpressive 
comparisons for a dozen or score of 
smaller concerns. 

But it is per-share profit comparisons 
that are significant for investors. On 
this basis, the writer has examined re- 
ports of 175 industrial companies, ex- 
cluding both a number of small concerns 
and deficit situations in order to arrive 
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at a representative sample. 

The 175 companies had 
average third-quarter earn- 
ings of approximately 70 
cents a share, against a lit- 
tle over 65 cents a year ago, 


a gain of less than 7.7%. COMPOSITE INDEX 
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promoting demand for 
common stocks still glibly 
talk of long-term growth 
in corporate profits in an 
expanding economy. There is praise for the Admin- 
istration’s promise of some general liberalization of 
depreciation allowances to encourage increased out- 
lays for new plant and equipment in order to com- 
pete more effectively in domestic and foreign 
markets. 

The fact is that total profits have lagged dur- 
ing a decade of unprecedented expansion in eco- 
nomic activity. They were about the same in 1960, 
under mild recession, as they were in 1950—with 
gross national product up about 77% fer the de- 
cade, and industrial output up about 35%. In the 
best year (1959) total profits were up less than 
4% from 1950. Over the ten years through 1960. 
business outlays for new plant and equipment 
totalled about $307 billion, and expenditures for 
producers’ durable equipment $241 billion. 


What's Ahead 


What is going to change this pattern of reduced 
profitability? Are the monopoly labor unions going 
to be less rapacious in kiting wages and costs? Of 
course not—regardless of Kennedy’s “preaching”’ of 
moderation, while the legalized monopoly powers re- 
main intact. Is competition from the thriving Euro- 
pean common market, from Japan and from Russian 
dumping as an instrument of Red policy to become 
less formidable? Of course the answer is no. Is there 
any chance of a sellers’ market in the U. S.? Of 
course not. 
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What About The Dow? 


There is hopeful talk that earnings as applied to 
the Dow industrial average might reach or exceed 
a $40 annual “per share” rate by the second quarter 
of 1962. We doubt it—and, if they should attain such 
a level there is little indication that it would hold for 
long. In the mildest of the post-war recessions, the 
average was at a $22.80 annual rate in the first 
quarter of 1961, which compares unfavorably with 
the recession-low quarters of 1958 and 1954. 

It would take a 40% rise to reach a $32 annual 
rate, 60% to a $36 rate, over 75% to a $40 rate. A 
temporary rate of $44.04 was seen in the 1959 
second quarter on buying in advance of the steel 
strike, but it fell sharply thereafter and has not 
since been approached. Probably 1954-1955 revival 
experience, with a 43% 12-month gain to the 1955 
second quarter, is worth keeping in mind for ref- 
erence. Were this history repeated, earnings on the 
Dow would approach a $33 rate in the 1962 second 
quarter, and level out thereafter to the start of the 
next recession. This hypothetical level was exceeded 
on a full-year basis in 1959, 1957, 1956 and 1955. 
The difference now is that the market is much 
higher. 

The market may go moderately higher on a year- 
end rally and perhaps in early 1962. But there could 
be real trouble ahead and it is not too soon to start 
thinking about it—Monday, October 30. 
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JUSTICE DEPARTMENT THROTTLING 2 
OUR ECONOMIC GROWTH? | 


— And at this crucial time in our history 
By ROBERT B. SHAW 


NOTE: In addition to its own trust-busting program, the Justice Depart- 
ment is now seeking to set aside rulings by accredited government d 


agencies authorized to make decisions on mergers, by classifying them c 
as monopolistic under antitrust laws. This, although authorization has . 
already been given by the designated agencies, and even in those cases : 
where the mergers are already functioning. ; 
What is the reasoning behind these attacks, especially since the need ; 
today is for big entities able to carry on our affairs, and indeed calls t 
for uniting small units to strengthen decision-making powers in our d 
activities both at home and abroad? EDITOR t 
TTORNEY General Bobby Kennedy recently an- earned 60% of its operating costs. 
nounced proudly that in the fiscal year ended Paying its own way is certainly an unusual and 
last June 30 the Antitrust Division of the Depart- praise-worthy act for any government agency. Still, I 
ment of Justice had won a record volume of fines. the administration of justice has broader objectives r 
In actual amount these came to $3,058,000 arising either than covering its expenses or satisfaction in 5 
from 35 criminal prosecutions, as compared with a record number of convictions. Many signs sug- t 
$1,088,000 in fiscal 1960 and $914,000 in 1959. Near- gest, in fact, that an overzealous attitude by the t 
ly two thirds of the 1961 awards derived from the Antitrust Division is actually harming the economy. 
widely heralded price-fixing case against the elec- Let’s pause for a brief examination of current anti- r 
trical equipment manufacturers. This accomplish- trust activities, their apparent objectives and some I 
ment meant that the Antitrust Division actually of their results. 1 
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Opposition To Monopoly Inherent In Our System 


The basic prohibition against monopolistic prac- 
tices in American law was the Sherman Antitrust 
Act of 1890. This did not, however, establish any 
new principle but rather represented a codification 
of ideas long embodied in American (and English) 
common law; a number of individual states had 
also had earlier antitrust laws of their own. Al- 
though subsequently reinforced by the Clayton Act 
(1914) the antitrust laws remain extremely nebulous. 
For example, the Sherman Act makes it illegal to “at- 
tempt to monopolize” any market. But it is the natu- 
ral endeavor of every company constantly to at- 
tempt to increase its share of the market; the aban- 
donment of this effort would be virtually equivalent 
to giving up progress. Is this practice of normal com- 
petitive spirit to be condemned as the initial step in 
winning a monopoly, and therefore a crime? 

But while considerable latitude must necessarily 
exist in the interpretation of the antitrust laws, 
there can be no doubt 





at still other prosecutions; it has suggested, for ex- 
ample, that American Telephone Company, one of 
the most thoroughly regulated corporations on our 
business scene, may be compelled to give up its 
overseas communications networks. 

Altogether, about 150 cases are now being pro- 
secuted by the Department’s Antitrust Division. 


Justice Department Clashes With Other Agencies 


Now, business certainly would have no reason to 
complain against close surveillance by the govern- 
ment. Modern industrial society has become so 
complex that an arbiter of law and ethics is often 
necessary, even where no bad faith is involved. 

But it is entirely erroneous to imagine that no 
other watchdogs of corporate conduct than the De- 
partment of Justice are patrolling the business 
scene. On the contrary, seven powerful agencies are 
specifically charged with regulating business activi- 
ty in their respective fields; these agencies are 

the Interstate Com- 











that these do represent 
the spirit of the Amer- 
ican free enterprise 
system from the earli- 
est days. Although a 


a Agenc 
theoretical defense of =_— 


Federal Regulatory Agencies 


Founded 





the European cartel Interstate C ce C 
system may occasional- 
ly be voiced, no respon- 
sible person in this 
country defends mono- 
poly. 


Federal Trade Commission 


Federal Communications Comm. 


Bobby Kennedy Trying 
to Win TR’s Crown? 


The original ‘trust 
buster” was Theodore 
Roosevelt, President of 
the United States from 
1901 to 1909. And it is 
hardly to be doubted 
that a vigorous pro- 
gram of trust busting 
was necessary in that 
era of rugged indivi- 


Federal Power Commission 

Securities and Exchange Comm 
Civil Aeronautics Board ........... 
Federal Reserve Board .............. 
Comptroller of the Currency .... 


* 





Date of inception of responsibility for merger approval. 


merce Commission, the 
Federal Trade Commis- 
sion, the Federal Com- 
munications Commis- 
Date sion, the Federal Power 
Responsibility Commission, the Secu- 
rities and Exchange 
Commission, the Civil 
Aeronautics Board and 
the National Labor Re- 
lations Board. 

Other than the LC.C. 
(founded in 1887), all 
of these agencies are 
“new” and were created 
specifically to deal with 
1934 Fund raising, financial ac- modern business prob- 

tivities of =ll companies. lems. Collectively they 
1938 Air line rates, services, are so powerful that 
schedules, mergers, ete. they are often referred 
1960* State banks belonging FR to as a fourth major 
system. branch of the federal 
1960* National banks. government. “Without 
the sanction of these 
agencies no railroad, 


1887 Railroads, Common Carrier 
trucks and large lines. 

1914 Business practices; adver- 
tising, labeling, price dis- | 
criminations, etc. } 

1934 Telephone and _ telegraph, 
Cos., radio and TV net- 
works; private communi- 
« cations of other compa- 
nies. 

1920 Gas and electric interstate 
utilities. 











dualism. 











no airline, no inter- 





But today conditions 

are entirely different. Even the smallest members 
of any industry are “big” by turn-of-the-century 
standards, intense competition exists among alter- 
native services as well as like products, and our 
present market is world-wide rather than merely 
national. Unfortunately, just when the need for a 
reappraisal of antitrust policies is indicated, a par- 
tisan attorney general seems to be imbued with the 
desire to win for himself a reputation as the coun- 
try’s greatest trust buster. 


Recent Anti-Trust Actions With Which We Are Familiar 


A list of recent suits instituted by the Antitrust 
Division was given with an article emphasizing the 
necessity of modernizing these laws in our August 
26 issue, and need not be repeated. So numerous are 
the corporate defendants in antitrust cases today 
that it almost seems that a company cannot be 
respectable unless it is being prosecuted by the De- 
partment of Justice. Besides the cases actually 
instituted, the Department has also hinted vaguely 
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; state trucker, no pipe- 
line or barge line may introduce a new service, dis- 
continue an old service, or set a rate; no radio or 
television station may operate; no gas producer 
may market his fuel or figure its price in interstate 
commerce; no interstate public utility may build a 
power plant; no sizable firm may market a new 
security, or safely plan a merger.” 

Additional regulatory authority was also assigned 
last year to the Federal Reserve Board to rule upon 
mergers of state banks belonging to the Federal 
Reserve System and to the Comptroller of the Cur- 
rency for the national banks. 

These commissions are headed by experts ap- 
pointed by the President and staffed by large groups 
of specialists. Their major purpose is to protect the 
public at large. The unbiased observer might imagine 
that the supervision of these agencies would be ade- 
quate, their judgment more reliable than that of 
legal sleuths with little business experience. “Not 
so.” retorts the Department of Justice. “We are 
better qualified to protect the public interest than 
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these specialized agencies.” And it has clashed with 
them in a number of instances—a series of family 
quarrels. 

El Paso Natural Gas Case 


One such instance is the divergence between the 
Federal Power Commission and the Justice Depart- 
ment over acquisition by El Paso Natural Gas of 
Pacific Northwest Pipe Line, in 1959. El Paso, a 
major supplier of natural gas in California, sought 
the consent of the FPC in 1957 to acquire Pacific 
Northwest, as part of a program to supplement its 
original Texas and New Mexico reserves with Can- 
adian gas. And pursuant to an order of public con- 
venience and necessity issued by the FPC the mer- 
ger was consummated, on the last day of 1959. 

& Before the union was officially carried out, El 
Paso had already owned 99% of Pacific Northwest’s 
common stock. In 1957 the Department of Justice 
brought suit under the Clayton Act seeking to dis- 
solve this association, on the grounds that its effect 
was “substantially to lessen competition or tend to 
create a monopoly”, and it has declined to withdraw 
this case even after FPC endorsement of complete 
merger. 

© Now it is true that El Paso until recently (when 
Pacific Gas & Electric completed an affiliated pipe 
line reaching Canadian reserves) did hold a mono- 
poly in the supply of California distributors—but the 
answer to this is that it is a regulated utility. The 
FPC deliberately restricts competition to avoid 
wasteful duplication; in return those companies 
privileged to hold franchises are subject to rigid 
rate regulation. 

Strangely enough, the Clayton Act, upon which 
Justice based its opposition to El Paso’s original ac- 
quisition of 99% of Pacific Northwest’s stock, states: 
“Nothing contained in this section shall apply to 
transactions duly consummated pursuant to author- 
ity given by the Federal Power Commission . . .” 
What could be more specific? 

Justice Department Intervenes in Railroad Mergers 


Of all industries the railroads are certainly the 
most thoroughly regulated—by the Interstate Com- 
merce Commission, the oldest of the independent 
agencies. The I.C.C.’s authority extends to rates, 
services, abandonments, accounting, the issuance of 
securities—and mergers, and it is no exaggeration 
to say that the railroads have almost been regulated 
to death. 

In the light of this background it is ludicrous to 
find the Justice Department intervening to block 
several mergers, while the I.C.C. is still engaged in 
weighing the issues involved. Railroad mergers are 
now almost universally recognized as, not merely a 
desirable, but an essential process if the economies 
of rail transportation are to be preserved. As a mat- 
ter of fact the federal government itself, under the 
Transportation Act of 1920, proposed a vast program 
of railroad unification. 

Among the present important merger proposals is 
that of the Chesapeake & Ohio with the Baltimore 
& Ohio. Obviously the weak B. & O. requires union 
with some stronger carrier in order to regain its 
fiscal health. The Justice Department has, however, 
moved to dismiss applications by both rivals, the 
New York Central and C. & O., to control the B. & O. 
If accomplished, this step would cancel one of the 
best hopes for railroad progress in the East. 
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_ Again on the Pacific coast, the Justice Department 
is seeking rejection of the application of both the 
Southern Pacific and Atchison Roads to acquire the 
short but strategic Western Pacific. It is possible that 
some element of monopoly could be construed here, 
as the Western Pacific closely parallels the Overland 
Route of the S.P., but this view forgets—as the 
government regulators have been prone to do all 
along—that the railroad’s most intense competition 
is now with other agencies of transportation, no 
longer with each other. In both of these cases, it is 
true, the Antitrust Division found a technical excuse 
for intervention, viz. the claim that in the absence 
of approval by the I.C.C. the acquisition of partial 
control by purchase of stock was illegal, but this 
position is far-fetched and contrary to practices 
that have been carried on without objection for 
years. 
Bank Mergers Approved — and Disapproved — 
By Government 


Most recently in the limelight has been the con- 
flict between the Justice Department on the one 
hand and the Treasury and Federal Reserve Board 
on the other arising out of the merger of several 
large banks. 

> As a matter of fact, it was generally assumed 
for many years that the Sherman and Clayton Acts 
did not apply to banks, which were not regarded as 
within a strict definition of “commerce”. In its 
present empire-building guise, however, the Justice 
Department has sought to broaden this definition 
and extend its control over banking institutions. 

This question was supposedly settled only last 
year, when bank mergers were already an issue, by 
a new law which provided that mergers of national 
banks must be approved by the Comptroller of the 
Currency and those of Federal Reserve member 
state banks by the Federal Reserve Board. The re- 
spective financial authorities were directed to con- 
sult the Justice Department on all applications, but 
the final decision would be the responsibility of the 
former. Nevertheless, the Antitrust Division has 
continued to insist that approval of merger under the 
1960 law does not exempt the banks from the Sher- 
man and Clayton Acts. 


>In a kind of gentlemen’s agreement, Bobby 
Kennedy and Treasury Secretary Dillon agreed 
earlier this year that the Treasury (Comptroller of 
the Currency) would not approve any mergers op- 
posed by Justice until this question has been clari- 
fied, but the agreement was violated in August 
when Comptroller Roy Gidney sanctioned the mer- 
ger of the Continental Illinois and City National 
Banks, in Chicago. Subsequently, an injunction to 
block the merger was rejected in the Federal Dis- 
trict Court in Chicago and the union of the two 
banks has been consummated. It is not clear at the 
moment whether the Antitrust Division will attempt 
to unscramble it. 


> A similar episode occurred in New York City. 
After the Federal Reserve Board, on September 6, 
authorized the merger of the Manufacturers Trust 
and Hanover Bank, the Justice Department filed 
suit to block its accomplishment. Admittedly the two 
banks raced to complete the formalities before Ken- 
nedy’s legal beagles could appear on the scene, and 
the contest was so close that it turned in the end on 
the banks’ successful (Please turn to page 205) 
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HE picture of third quarter earnings which is 

emerging from the first important outpouring of 
corporate reports is fuzzier than most analysts had 
anticipated. Beyond a doubt there is overall im- 
provement when earnings are compared to the third 
quarter of last year, but that is not as significant as 
it seems on the surface. 

A year ago our basic industries were in a full 
fledged recession and most economic indicators were 
still pointing downward. During the present year’s 
third period, on the contrary, the economy was in a 
cyclical upswing, with both the statistical indicators 
and businessmen’s aspirations pointed upward. 
Hence a better earnings showing for companies in 
general was a foregone conclusion. 


Chemicals Running Hard To Stand Still 


What is now disturbing investors is the disap- 
pointing quarter by quarter comparisons for many 
key companies and industries. The chemicals, for 
example, are an enigma. A year ago, when most 
basic industries were having serious troubles, chem- 
ical earnings held up relatively well. This year, de- 
spite broad scale if unexciting industrial recovery, 
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WHAT THIRD QUARTER 
EARNINGS REPORTS REVEAL 


—Looking to 1962 
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many major chemical companies not only failed to 
match last year’s earnings, but also fell behind the 
second quarter of 1961. 

Allied Chemical, a major basic chemical producer 
with wide participation in many basic areas of the 
economy, was particularly disappointing in view of 
the sharp recovery its earnings had scored in the 
second quarter. Sales jumped pleasantly three 
months ago, and earnings at 81¢ a share were al- 
most double the first quarter results. In the third 
quarter, however, sales fell sharply, and earnings 
dropped to 52¢ a share, a figure far below the 
previous quarter and slightly behind the third 
quarter of last year. 

Allied’s misfortunes reflect the hesitancy in steel 
output that has characterized the steel industry 
throughout most of the recovery. Steel demand has 
been fair but unexciting; hence the steel makers 
have been cautious about taking on raw material 
inventories, when they know that adequate capacity 
exists within the chemical industry to provide their 
needs on a moment’s notice. 

In addition many of Allied’s products are bypro- 
ducts of the steel-making process. Therefore, a 
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relatively low output of steel cuts its supply of many 
important chemicals. 

But even chemical companies more remotely con- 
nected with the steel industry had troubles in the 
third quarter. du Pont barely managed to top the 
$1.96 per share it earned in last year’s third period, 
but both sales and earnings fell from the second 
quarter of this year. In all probability the earlier 
model changeover in the auto industry is largely 
responsible, since the car makers are big customers 
for du Pont paints. Nevertheless, at this stage of a 
cyclical recovery, the earnings picture should have 
been better. 

What is even more disturbing for the chemicals 
is that profit margins have not expanded the way 
they usually do in the early phases of a recovery. 
Hercules Powder, which has a fine record of earn- 
ings and is well situated to benefit from both indus- 
trial and defense demand, illustrates the point. A 
year ago the company earned 85¢ a share in the 
third quarter on sales of $89 million. This year sales 
of $92 million produced only 82¢ per share in earn- 
ings. Moreover, in the second quarter the company 
earned 84¢, but sales were $99.5 million. Profit 
margins have been slipping all year despite the 
pickup in business. 

Eastman Kodak, on the other hand, was able to 
better its profit margins in the most recent quarter, 
after a period of slipping margins. In the most re- 
cent quarter, sales advanced to $234 million from 
$229 million a year ago and earnings rose to 88¢ 
against 84¢. Of perhaps greater significance is the 
fact that while sales for the first nine months were 
slightly ahead of a year ago, profits still trailed 1960. 
The all-important Christmas season is still ahead, of 
course, but barring a major upswing in consumer 
buying, Kodak will have difficulty topping 1960 
earnings. 


Retreat of Building Company Profit Margins 


Chemical companies were not the only ones with 
profit margin problems. Johns-Manville, a major 
producer of building materials, managed to score a 
record volume of business in the third quarter, with 
sales rising to $106.7 million from $99.6 million last 
year. Earnings, however, made no progress what- 
ever, coming only to exactly the same 90¢ per share 
reported a year ago. 

Higher wages and lower prices explain the com- 
pany’s plight to some extent, but by no means en- 
tirely. A big factor was probably a miscalculation on 
management’s part concerning the extent of the 
economic recovery. Johns-Manville is not alone in 
this situation. Six months ago industry economists 
were virtually unanimous in their insistence that the 
latter half of 1961 would be one of sharp business 
recovery. Inventory and selling plans were laid ac- 
cordingly. The recovery has materialized, but not 
nearly so spiritedly as expected. The result has been 
consistent pressure on prices and higher inventory 
accumulations than can be justified by the actual 
level of business. 

Minneapolis-Honeywell, which is also tied closely 
to the building market, probably suffered from the 
same factors. But there were other profit margin 
depressants as well. Until a year or so ago, Honey- 
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well had one of the most consistent rising profit 
margin records of all major companies. The picture 
has changed, however, since the company initiated 
its major attempt to break into the computer field. 

Revenues continue to rise, especially since some 
computer lines have been well received, but excep- 
tionally high development costs have been eating 
deeply into profits. Earnings barely topped the 
second quarter of this year despite a rise in sales, 
and were actually 7¢ a share below earnings in the 
third quarter of last year. The company is gambling 
on a broad line of computers. Unless the lines are 
firmly established, lower profit margins will remain 
the order of the day. 


No Rebound Yet in Paper 


The pattern that is emerging from _ spotty 
third quarter earnings so far available is disconcert- 
ing. Companies are doing more business, but those 
in basic industries are not making bigger profits. 
This goal is vital, since the currently high level of 
most stock market averages represents an anticipa- 
tion of a strong recovery in corporate earning 
power. So far, however, third quarter profit reports 
fail to support a high degree of optimism. Rather, 
they show that industry has not yet overcome the 
problem of overcapacity and the consequent glut of 
production that issues forth at the first sign of a 
business upturn. The pressure on prices, therefore, 
remains almost as burdensome as ever. 

The paper industry offers further corroboration 
of this picture. St. Regis Paper has enjoyed a steady 
if unsensational upswing in sales for over a year, 
but profits have been virtually static. A year ago, 
per share net equalled 39¢; in the first quarter of 
this year it amounted to 37¢, followed by 36¢ in the 
second quarter, and now 38¢ in the latest reporting 
period—certainly a lack-luster performance. 

The company’s backlog continues to build up, 
especially for Kraft paper, but price weakness in 
most important lines has prevented earnings prog- 
ress. Recently prices were raised for multiwall 
bags, but it is still far from certain that the line can 
be held. 

Scott Paper, which is tied more closely to the con- 
sumer than most paper companies, also suffered 
some deterioration in profit margins this year. 
Earnings in the third quarter came to 80¢ a share, 
a shade above the 79¢ reported a year ago. However, 
sales were far ahead of the year-earlier period, in- 
dicating profit margin troubles. Scott has a strong 
history of profit margin stability, however, and 
should be able to recover, especially if year end 
business is strong. 


Steel Profits Exceed Year-Earlier Level 
But Lack Momentum 


The major exception to the poor showing among 
the basic industries is the steel group. U.S. Steel and 
Bethlehem, the two industry leaders, had not re- 
leased their earnings at the time of this writing but 
other important producers give indications of what 
has happened. A year ago, steel operations were near 
the low point of the recession. Republic Steel, third 
largest in the industry, saw its profits fall away to 
47¢ a share, well below its dividend requirement. 
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Quarterly Income Comparison of Industrial Companies 



































———3rd Quarter 1961—————-2nd Quarter 1961 ——Ist Quarter 1961——-———3rd Quarter 1960-——— 
Net Net Net Net Net Net Net Net Net Net Net Net 
Sales Profit Per Sales Profit Per Sales Profit Per Sales Profit Per 

——(Mil.)—— Margin Share -(Mil.}\—— Margin Share -——(Mil.}— Margin Share (Mil.}— Margin Share | 
Allegheny Ludium Steel ........ $58.4 4.2% $.64 $60.8 4.7% $.74 $54.1 2.6% $.37 $50.2 1.2% $.17 
Allied Chemical ..................... 181.2 5.6 52 211.3 7.6 81 168.5 5.6 47 187.5 5.6 53 
Allis-Chalmers Mfg. ............... 116.7 d1.3 d.18 140.5 2.3 35 119.6 72 5 127.8 9 13 
American Cyanamid ............... 146.6 7.5 .52 152.7 7.5 54 148.1 8.2 S57 136.8 6.2 40 | 
American Hospital Supply ...._ 33.0 5.4 21 30.2 4.0 15 27.1 4.1 14 29.0 5.0 18 | 
Amer. Rad. & S. S. ................ 124.0 3.8 41 120.0 2.5 .26 107.2 1.2 J 127.3 3.0 32 
Beckman Instruments ........... - 16.5 5.8 .64 20.1 7.3 -80 17.0 5.4 -67 15.8 5.1 57 
Bell & Howell ......... . . 29.4 5.7 44 28.5 2.8 21 22.8 4 .02 28.8 5.6 43 
Burroughs Corp. ...............00048 97.4 2.3 35 94.3 1.9 .27 90.4 1.3 21 85.8 1.3 17 
Caterpillar Tractor ................. 205.1 8.0 .60 200.8 7.8 .57 168.1 6.9 42 185.8 6.6 45 
Celanese Corp. of Amer. ....... 73.3 7.0 53 71.4 7.8 -52 62.0 5.7 -32 64.5 7.0 46 
Consolidation Coal ................ 54.3 7.7 46 53.5 6.7 40 57.8 5.7 .37 55.0 49 .30 
Container Co. of Amer. ... 84.5 4.8 38 83.5 5.6 43 76.8 5.3 38 85.4 4.9 39 
Continental Can ..................... 346.1 4.4 1.24 293.5 3.4 81 242.0 2.0 39 334.2 3.1 -84 
RNIN, scscibivaseipuistebcaninsecs 86.1 2.6 1.55 77.8 1.3 69 64.8 1.5 -60 75.8 2.7 1.31 
Douglas Aircraft ..................5 184.3 6 .33 227.0 6 .40 204.8 8.3 45 292.4 d.4 d3.43 
a __ 210.0 8.4 61 212.7 8.6 .63 182.4 6.6 42 208.3 9.0 .67 
BNO IIID sincessatsssaiinsnsessesstecnensoss 552.0 N.A. 2.11 570.7 17.7 2.15 520.0 16.7 1.85 531.2 17.4 1.96 
Eastman Kodak ..............000000 234.91 14.3 881 220.41 12.5 721 193.81 11.2 561 229.71 14.2 .841 
FMC Corp. ........... 110.4 5.3 .82 113.9 7.3 1.17 91.4 4.8 62 94.3 4.7 .63 
MINING anes ciscivotnassdnsodecess 15.7 4.0 Pe 15.9 4.0 79 13.8 2.9 .50 14.3 3.0 .53 
General Electric .................. 1,063.6 5.4 65 1,081.8 47 57 992.2 4.2 48 1,030.5 5.5 65 
General Foods ...................s000 274.1 6.4 71 288.5 5.9 69 399.1 4.7 76 285.6 5.8 68 
General Portland Cement ..... 16.0 16.3 49 16.1 17.2 -52 11.7 11.1 .24 16.7 18.7 49 
RN ccs ss cckesseucecocens 70.3 17.6 1.33 61.5 15.7 1.03 62.1 16.1 1.08 61.2 15.4 1.01 
tS eee 189.3 4.2 .87 197.4 47 1.02 172.9 3.3 .63 183.7 3.2 .66 
Hercules Powder .................... 92.2 N.A. 82 99.4 7.7 .84 88.8 6.2 61 88.8 6.2 -85 
RE IID esieisicscessonencocesass 36.6 13.5 44 34.8 13.9 43 21.7 12.3 .23 34.1 12.0 36 
Intern. Business Mach. .......... 433.3 12.0 1.89 422.1 12.3 1.89 389.0 12.5 2.67 345.9 12.2 1.55 
Johns-Manville ....................... 106.7 7.1 -90 103.1 8.0 97 69.9 3.0 25 99.6 7.6 .90 
Jones & Laughlin Steel .......... 194.8 5.1 1.24 188.4 4.9 1.13 158.1 1.6 .28 164.2 2.1 40 
Kaiser Alum. & Chemical ...... 105.7 5.1 .27 110.1 6.4 39 96.2 3.9 16 99.3 5.9 31 
Liggett & Myers Tob. ............. 133.0 5.3 1.73 133.9 5.4 1.76 120.2 4.4 1.27 141.5 5.1 1.83 
Lorillard (P.) 5.8 1.08 126.5 5.8 1.10 115.0 5.1 88 122.4 5.6 1.03 
Minneapolis-Honeywell Reg. 117.1 5.1 84 113.5 5.2 83 103.1 4.1 61 107.0 5.9 91 
M i 229.3 6.7 -56 246.3 7.7 70 219.3 7.7 57 218.3 7.0 57 
New York Air Brake .............. i 4.3 68 9.3 3.5 44 9.3 2.2 .28 9.4 5.0 .64 
Parke, Davis & Co. ................ 46.0 9.8 31 42.6 8.6 25 47.5 12.1 39 52.2 14.1 .50 
SIRI otc sbissinciavnsedeausiien 25.5 8.7 OF 20.0 4.7 24 14.0 a .06 19.1 8.4 41 
SIE cs casakiiivncxenecvoecabecnins 33.8 5.8 .34 33.9 6.4 .37 30.7 5.0 .27 30.6 6.8 .37 
Raytheon Co. ...... sonsce Sa 1.4 45 142.0 1.1 -40 138.1 & .33 125.2 1.5 48 
Republic Steel ................:.:c000 264.6 4.8 81 252.1 6.1 98 190.7 3.0 .37 217.5 3.3 47 
Reynolds (R. J.) Tob. scxeninesinicae 398.4 8.0 79 388.6 77 74 356.3 7$ -66 372.9 7.2 67 
IID: eisctincensnacccscansenne 53.2 8.8 4.02 58.7 9.7 4.99 51.8 7.7 3.46 52.5 8.9 4.07 
Bs I RIOD Ssncicnseccescsescasees 141.5 3.1 38 141.8 3.0 -36 131.4 3.2 .37 137.3 3.3 39 
IN TO. assieccsscsniscscesies 23.0 15.4 86 20.7 9.2 45 18.8 9.2 41 22.5 14.1 a 
PIII scicictinsdsanerescanennnaests 83.8 8.1 -80 83.6 8.6 .87 79.4 8.4 81 76.6 8.3 79 
NINA ss cisicésdcionssnnekenneu, 34.2 3.9 1.13 30.3 2.7 72 27.8 6 16 33.1 2.8 .80 
Smith Kline & French Lab. .... 38.2 18.3 48 40.2 18.4 51 37.7 17.7 46 36.2 17.4 43 
Texas Gulf Sulphur ............... 14.9 20.0 .29 16.0 20.0 33 13.4 20.4 .27 16.0 21.4 34 
Union Bag-Camp Paper ........ 52.6 7.2 49 55.2 7.8 56 57.8 9.0 56 53.1 8.1 56 
WRN Ge osissspcncsecceccncscsccosees 43.0 15.7 48 39.2 11.7 33 39.4 13.7 39 42.2 16.4 49 
Worthington Corp. ....... ee | 2.6 70 49.0 3.0 84 41.4 3.2 77 48.3 3.0 .84 
Wrigley (Wm.) Jr. & Co. ....... 26.7 128 1.74 27.4 123 1.72 24.3 9.1 1.13 27.3 «11.4 1.58 
Youngstown Sheet & Tube .... 143.9 3.8 1.47 144.1 5.6 2.34 116.5 2.3 77 121.6 2.2 an 
d—Deficit. N.A.—Not available. 1_12 weeks. 
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This year, however, Republic’s proiits are at a 
more respectable level of 81¢ a share. Nine month 
figures, however, are still behind a year ago, indi- 
cating that, despite three consecutive quarters of 
recovery, full-year earnings may still trail 1960. The 
comparison is not completely valid, however, since 
earnings in the first quarter of 1960 were still ex- 
ceptionally high as an aftermath of the steel strike 
that halted production for the entire last quarter 
of 1959. 

What is still disturbing, however, is the fact that 
earnings for Republic fell behind the 98¢ a share 
reported in the second quarter of this year. The 
early model changeovers in the auto industry, of 
course, cut the demand for steel. So did the threat 
of major auto strikes since the car makers ordered 
steel with caution in the face of protracted nego- 
tiations. Nevertheless, demand from other major 
steel users was also laggard—or at least far from 
spirited. 

Further evidence comes from the Youngstown 
Sheet figures. Earnings doubled over the third 
quarter of a year ago, but this year’s $1.47 a share 
compares with $2.34 a share in the second quarter. 
The sharp drop hardly paints a picture of a booming 
economy. Both companies have high hopes for the 
fourth quarter, but from the data available so far, 
they will not be realized. Steel production has actu- 
ally declined moderately so far in the final quarter, 
so that even a sharp upturn in the last month of 
the year can hardly bring in enough profits to top 
last year’s record. 

Better News Among The Consumer Industries 

If heavy industry is having its troubles there are 
others, however, that continue to enjoy prosperity. 
Companies closely tied to the consumer are again 
proving their mettle. Gillette, whose profit record 
has been extraordinary in the past few years, con- 
tinues along the same path. After a slow start in 
the third auarter, earnings suddenly spurted in the 
wake of a sharp upturn in demand for razor blades, 
pens and cosmetics. The pleasant result was earn- 
ings of $1.33 per share vs. $1.03 in the second 
quarter and only $1.01 in the third quarter of last 
year. 

Gillette’s policy of merchandising only low priced, 
everyday items has proved a bonanza. Nine months 
earnings this year, in fact, topped full-year earnings 
for 1959 and at $3.43 a share were only 50¢ behind 
the full-year results for 1960. The price of the stock 
has probably outrun the earnings, but investors 
should pay it serious attention if the issue should 
decline in a general market setback. 

Reynolds Tobacco also continues its winning ways 
with each passing quarter. Cigarette shipments 
were up again and earnings climbed to 79¢ a share 
from 67¢ a year ago. In addition, the current figures 
represent a modest improvement over the 74¢ re- 
ported in the second quarter. 

Reynolds has grabbed off the lion’s share of the 
new mentholated cigarette market, while remaining 
among the leaders in conventional brands. Its record 
of success is long established, and is evidenced by its 
high price and significantly lower yield among the 
cigarette companies. 
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Liggett & Myers, however, still shows evidence 
of the troubles that have beset it for the last few 
years. The company’s brands have been losing out 
gradually to others, and profits have consequently 
felt the pinch. Moreover, the attempt to recapture 
its position is leading to high promotional costs and 
lower profit margins. 

A year ago Liggett had sales of $141 million and 
earnings of $1.83 a share. In this year’s third 
quarter sales fell sharply to only $133 million and 
earnings dropped to $1.73. Sales and earnings were 
also both below the second quarter. Liggett should 
cover its dividend but coverage is yetting smaller 
each year, making it necessary for investors to 
watch developments closely. 

Another star performer in the consumer fields 
which continued to make progress in the third 
quarter was General Foods. Sales actually declined 
moderately from last year’s third period, but better 
profit margins raised per share net to 71¢ from 68¢. 
The company is an established blue chip in the food 
field and demonstrates year after year that it has 
the products and the know-how to maintain a con- 
stantly rising earnings trend. 

Caterpillar, Douglas Aircraft, Continental Can 

Shareholders did receive favorable reports from 
several companies that have been exhibiting trou- 
bles recently. Caterpillar Tractor scored an unex- 
pected resurgence in sales in the third quarter, and 
at the same time widened its profit margin substan- 
tially. Earnings came to 60¢ a share from only 45¢ 
a year ago. Moreover, despite the slowdown in some 
segments of the economy during the summer, Cater- 
pillar also managed to better its second quarter 
results. 

The company has been concentrating on cost re- 
duction and the maintenance of the price line. Ob- 
viously these measures have been largely successful, 
as profits expanded sharply as soon as shipments 
turned upward. 

Even more reassuringly, Douglas Aircraft this 
year has finally broken out of the string of deficits 
it had been reporting to shareholders. Profits were 
reported in the two opening quarters of the year 
and again in the most recent period. But although 
the 33¢ a share earned in the third quarter looks 
good compared to last year’s $3.43 deficit, the figures 
and the news from the company still leave much to 
be desired. Third quarter earnings were the lowest 
for any quarter this year, reflecting a sharp decline 
in shipments. In addition, the company reported a 
big drop in its backlog position as a result of the 
termination of aircraft contracts. The virtual end 
of the B-70 program will cause additional troubles 
for Douglas. 

On the plus side, most of the development costs 
of the jet transports have now been written off, so 
that earnings will no longer be punished as severely 
as they were over the last two years. Still the chance 
of a strong earnings uptrend in the near future 
appears remote. 

Continental Can’s report made happier reading 
for shareholders. In the past year or two, operations 
have been upset by price problems and the need to 
develop new lines of (Please turn to page 205) 
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— Looking to 1962 


By EDWARD A. SPRAGUE 


N 1961, the building business should account for 
a greater dollar amount of goods and services 

than in any previous year in our history. This now 
seems a fairly safe assumption with the current 
rate of new construction expenditures running well 
ahead of last year. The Department of Commerce 
estimates that total 1961 construction activity will 
be valued at $57.8 billion. Little wonder, then, that 
construction is known as the nation’s largest fabri- 
cating industry. 

Furthermore, construction has been one of the 
“growingest” industries in the postwar period. With 
the single exception of 1960, when a small decline 
was registered, overall expenditures for new con- 
struction have risen each year since the close of 
hostilities in 1945. The industry has weathered four 
postwar recessions without stopping for breath. It 
has taken steel strikes, the Korean War, and hous- 
ing “scandals” in stride. 

Not all building types have shown such consistent 
gains as the total, naturally, and rising costs have 
moderated the increases in the physical volume of 
building (in terms of square footage or price-ad- 
justed dollars). Nevertheless, the industry can 
“point with pride” to an enviable record of growth 
and accomplishment over the last 16 years. 
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A New and Timely Reappraisal of 


ALL PHASES OF THE 
CONSTRUCTION INDUSTRY 


fa 






= acs 










2m we Rees we 
2.28 BA SE 8 Cee oe oe oe 
2 Se Oe re ee 

ee ee se ee 
\— 2 = 8 ee oe om. sun. sions Stein 
ee eo ee ee 2 eee 
Ree <8 8 Rees = ae ee ——- 

4 
‘Aa 





Ae wee: Gee 






Yet there are now, and have been right along, 
nagging fears about the future of the building busi- 
ness. No matter how prosperous it has been, at any 
given moment you could find a handful of people 
asking, “Yes, but can it last?” The fact that it has 
lasted for 16 years has dampened the pessimism of 
some, but their places have been taken by others. 

The most frequent question asked by the chronic 
pessimists is: “Aren’t we in danger of over-build- 
ing?” To properly answer that question, we should 
first examine the reasons for asking it. 


Ghost of 1933 Still Haunts Building Industry 


The building business was once considered ex- 
tremely sensitive to every swing in general business 
activity. It was thought to react more strongly to 
the gyrations of our national economy than many 
other industries, even those manufacturing durable 
goods such as automobiles and appliances. 

In addition, economists in the past busied them- 
selves analyzing the so-called “long-wave” cycles in 
new construction. The most popular of these was 
the “18-year cycle” whereby construction was sup- 
posed to complete, on the average, a full circle of 
gradual growth, relapse, and new growth every 18 
years. Theoretically, the “long-wave” cycle operated 
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independently of short-run fluctuations in building 
induced by general business conditions. Economists 
did admit, of course, that a business “panic” (as 
recessions were formerly called) could distort the 
long-run building trend, temporarily retarding the 
upward phase or speeding the downturn, depending 
on when the panic occurred. The reverse was held 
true for periods of business prosperity. 

In the prewar historical record a fair amount of 
evidence could be found to support these views. 
Cited as the most notorious example was the be- 
havior of the construction activity during the cata- 
clysmic depression of the 1930’s. By 1933, expendi- 
tures on new construction had fallen steadily and 
with distressing rapidity to a level 66% under the 
previous peak year of 1927. It then required eight 
years to regain the lost ground, and might have 
taken longer had it not been for the stimulus of 
rearmament. 

Although this well defined cycle ran under 18 
years, at the time it seemed to vindicate the “long- 
wave” theorists. The assumption was that a severe 
business contraction had coincided with a general 
downtrend in building. The result was, in fact, ex- 
tensive unemployment, plunging sales, disappearing 
profits, and high failure rates in contract construc- 
tion and the building materials industries. 

Because the building business was hit so much 
harder by the Great Depression than most other 
industries, the scars have taken longer to heal. 
Unquestionably, the current fears of “overbuilding” 
stem, in large part, from the sad experiences of the 
1930’s. Thus, despite almost constant expansion 
since World War II (and, according to some ob- 
servers, because of it), the spectre of a serious 
collapse in construction activity still looms in the 
minds of many investors, businessmen, and econo- 
mists alike. 

What is Different Now 

There is no gainsaying the possibility of a drastic 
cutback in construction in the near future. But our 
present economic environment and more particular- 
ly the composition of the construction industry 
itself make such an event rather unlikely. 

Much has been written about the role of “auto- 
matic stabilizers” and built-in safeguards that have 
made the general economy less liable to a serious 
depression. The increasing sophistication in the re- 
porting of economic trends and in the use of mone- 
tary and fiscal policies by the Federal government 
is another factor. This certainly does not mean the 
business cycle is no longer a problem. But an econo- 
mic catastrophe on the order of the Great Depres- 
sion is no longer likely to impinge on the construc- 
tion industry. 

So much for that external threat. But what the 
pess.mists are really worried about is what con- 
struction is doing by itself—in their view, building 
has outraced the market. 

This may have been true in the speculative rush 
of the 1920’s when apartments and office buildings 
went up in many locations with little or no assur- 
ance of demand to fill them. But nowadays, the 
speculative element in new construction as a whole 
is of much smaller import. 

In the first place, approximately 30 per cent of 
all new projects are now publicly-owned compared 
to about 20 per cent in the 1920’s. No matter what 
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the political implications of this may be, schools, 
roads, public buildings, etc. are obviously non- 
speculative projects. 

But in the private sphere, too, there is now little 
chance of building too far in front of the market. 
Utility systems, churches, factories, and private 
hospitals are practically always built on order for 
the owners. True, there is some speculation in 
office building and store building, but even here it 
is a rare shopping center or office building that is 
put up before the owners have located at least their 
major tenants. 

Housing is the one big area where speculative 
building still plays a major role. Yet despite the 
rise of the merchant builder in the postwar period, 
there probably has been considerably less “risky” 
building in the single-family house field than is 
popularly imagined. Many developers build from 
models, and undertake construction only when they 
have a buyer. Others build perhaps a month or so 
ahead of sales; if the flow of sales turns down, 
they curtail their output. Since a typical house can 
be put up in a few months, the builder can react 
quickly to market changes. Furthermore, because 
most builders depend on borrowed funds, they can- 
not push out too far ahead without the consent of 
their lenders. The generally conservative attitude 
of most banks and other institutions involved in 
home construction financing tends to limit reckless 
expansion of home building operations. 

Nevertheless, there is one remaining area which 
is still quite prone to out-and-out speculative build- 
ing. That is apartment construction. If anything, 
apartment building on a speculative basis has been 
made easier by the Real Estate Investment Trust 
Act of 1960. There are now signs that the recent 
boom in apartment construction may be overreach- 
ing itself in some places. More about this a little 
later. But for the moment, it should be remembered 
that, important as this type of construction is, it 
represents only a small fraction of total construc- 
tion—about seven per cent at present. 


The Current Outlook 


So far we have been discussing only a negative 
or neutral factor in the construction outlook. But 
if we can assume, as the foregoing evidence sug- 
gests, that building activity will not fall on its face 
in the near future, what is it going to do? The 
answer to that should be revealed to a considerable 
extent by conditions in the various sectors of the 
industry. 

The setting is, for the most part, rather favor- 
able. The mild recession of last winter is a shadow 
of the past. The major indicators of the national 
economy are pointing to further business gains in 
the months ahead. Typical forecasts of the broadest 
measure of the economy, the Gross National Prod- 
uct, predict a level of between $560 billion and 
$580 billion (at annual rates) by the fourth quarter 
of next year. If realized, this would represent a 
substantial increase over the last reported figure of 
$526 billion for the third quarter of 1961. Industrial 
production, consumer spending, and plant and 
equipment spending are also expected to move into 
new high ground. Sharply increased defense spend- 
ing will contribute a fillip to the normal recovery 
pattern. 


e True, credit conditions will probably tighten 
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NEW CONSTRUCTION ACTIVITY 


Three Major Sectors 


tial, running two years or more 
from the date of the contract 
award to completion of the project. 
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For 1962, new construction ac- 
Public tivity in the commercial building 
field should amount to over $4.6 
billion, up at least 5% from this 
year. 

© On the local scene, commercial 
building contracts in New York 
City area are moving well ahead of 
last year. More than 12 million 
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square feet of office space is now 
under construction for completion 
through 1962 in Manhattan alone, 
> | and nearly 10 million square feet 

1 of additional office space is pro- 
jected for completion by the end 
of 1963. Plans for new office and 
apartment buildings in the city are 
collecting at a record rate. Part of 
this rush, of course, reflects the 
desire to file plans before New 
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York’s new zoning code takes effect 
at the end of the year. 


Overbuilding Fears Exaggerated 

& Despite the indications of a 
strong showing for commercial 
buildings next year, this category 
All Other remains particularly subject to ac- 
ae cusations of “overbuilding.”” New 
York City office building has been 
singled out as an example of “too 
much, too soon”. A_ substantial 
part of the general office building 
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boom in recent years has been 
attributed to tax considerations 
alone, which could be changed at 








somewhat during the coming year but not enough 
to really discourage construction. Continuing infla- 
tion will also pose a serious problem and unemploy- 
ment may still be at uncomfortably high levels. But 
barring a drastic worsening of the international 
situation, which would throw all present economic 
forecasts out of line, 1962 shapes up as a prosperous 
year for most lines of activity. 

A rise in the gross national product of the size 
indicated, would benefit many types of construc- 
tion, particularly in the privately-owned sector. 
Naturally, even in this sector, not all building cate- 
gories would share in the expansion to the same ex- 
tent. and this leads to consideration of some speci- 
fics of the construction outlook. 


Non-Residential Building Particularly Active 


> The largest single non-residential building 
category is commercial building — office buildings, 
stores, restaurants, garages, etc. Dollar expendi- 
tures in this category amounted to a record $4.2 
billion in 1960 and are currently running over 10% 
ahead of last year’s pace. The high volume of con- 
tract awards for both stores and office buildings 
during the first eight months of 1961 appears to 
guarantee continuation of the upward trend in com- 
mercial building. Contracts, of course, precede actual 
construction activity by varying periods. In the case 
of a large office building, the lead time is substan- 
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the whim of Congress. 

© These fears do not seem to be borne out by the 
vacancy statistics. Only a slight increase in office 
vacancies has been reported for the nation as a 
whole. Locally, according to the Real Estate Board 
of New York’s annual occupancy survey of competi- 
tive office buildings, the rate of vacancies did not 
rise for the year even though nearly 5 million square 
feet of space had come on the market since last 
year’s survey. As of May 1, 1961, office building 
vacancies in Manhattan were less than 3%. 

© Even if there is a slowdown in nation-wide office 
building after next year, it should be no more than 
a temporary pause. For office building cannot help 
but benefit from the increasing proportion of trade, 
financial, and service activity in the economy and 
the growth of “white-collar” work relative to farm 
and manufacturing employment. The desire of many 
firms to centralize their administrative work in 
modern facilities holds special promise for office 
building in New York and other large cities. While 
manufacturing operations have tended to decentralize 
all over the country, administration has done just 
the opposite. New York and Washington, in parti- 
cular, are more dominant as headquarters cities 
than ever before. 


Recent Drop in Contract Awards May Check 
Factory Construction Next Year 


& Moving on in the (Please turn to page 210) 
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ORGANIZED LABOR, after a series of setbacks in the 
recently-ended Session of Congress, is “getting on 
the ball” to effectuate its prime legislative goals 
early in the next Session. With a months-early 
solicitation of funds for the 1962 Congressional 
campaigns, AFL-CIO’s political arm, Committee on 
Political Education (COPE), plans to build a cash 
reserve within the next two months that will be 
impressive to those segments of Congress which 
have ignored Labor’s wishes thus far. Wanted by 





WASHINGTON SEES: 


The necessity for military action in Viet Nam 
mounts daily as the Communist guerillas, well- 
trained and excellently equipped, continue their 
attacks on the little southeast Asian republic. 

Military men here are tight-lipped on the sub- 
ject, but quietly spur preparations for conflict. 
Threatened along with Viet Nam is Saigon, where 
the Reds have twice tried to assassinate our Am- 
bassador. Loss of the two would mean a com- 
plete victory for the Reds in southeast Asia. 

Even if other Asiatic nations join us in military 
action, we would have to supply a large portion 
of the fighting man-power as well as arms for 
those allied with us. In the background is a Red 
Chinese army of perhaps 1.5 million “volunteers.” 
It could well touch off World War Ill—and that is 
the Red Chinese aim, according to informed 
sources here. 

The decision will be one for President Kennedy 
after he receives the personal report of General 
Maxwell D. Taylor, his Chief Military Advisor who 
has been studying the situation en the ground. 
The situation looks grim, but General Taylor has 
said nothing for publication, and will not until 
after his conference with the President. 

The Viet Nam and Laotian situations are part 
of a carefully planned Red pattern to weaken 
our ground forces in Europe — the Berlin area in 
particular. 
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BY “VERITAS” 


the labor groups are higher — and longer — unem- 
ployment compensation, retraining (at Federal ex 
pense) of workers displaced by automation, medical 
care through additional Social Security levies. These 
three are “tops” on the Labor list of “must” legis- 
lation. COPE officials privately say if they can 
raise a $1 million fund by next January, Congress 
will be more “amenable” to their wishes. 


REPUBLICAN National Committee has high hopes this 
year. They talk little, but fact remains they hope to 
capture the New Jersey governorship and two 
southern Congressional seats this fall. In Texas, the 
GOP expects to elect John Goode running against 
liberal Democrat Henry Gonzales. There is the pos- 
sibility that former President Eisenhower will make 
a personal appearance in behalf of the Republican 
candidate. In Louisiana, the GOP candidate is Charl- 
ton B. Lyons, Sr., outstanding Shreveport oil execu- 
tive and civic leader who last year abandoned the 
Democratic Party for its sponsorship of a “blue- 
print for totalitarianism.” The two southern elec- 
tions are regarded as indicative of a hope that the 
GOP can recapture the House next year. As in the 
case of the Texas race, Mr. Eisenhower may speak 
in behalf of the Louisiana GOP candidate—may de- 
finitely point to his appearance in more Congres- 
sional campaigns. 


CONGRESS, in back-stage maneuvering as well as 
some polling of grass roots sentiment, plans a wage 
hike for itself early in the next Session. Historically 
shy in fixing their own stipend, the Solons are 
now carefully conning tentative recommendations of 
the Labor Department to raise the ceiling on top 
annual salaries of classified Civil Service Workers 
from the present $18,500 to $31,805, nearly $10,000 
more than the present Congressional salary of 
$22,500 — also, the Congressmen eye an upcoming 
Administration proposal to hike Cabinet officers to 
around $45,000 a year. Congress doubtless will 
have to “vo along,” especially in view of shortages 
of scientific personnel. In “going along” the legis- 
lators will get theirs. 
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Lagging Retail Sales Disturb Federal Agencies, 
Labor Unions and Private Economists. With an economy 
(other than Defense) depending mainly upon 
the movement of merchandise to the consumer, 
recent drops in retail sales are of concern 
to the Department of Commerce, Federal 
Reserve Board and the AFL-CIO. Commerce 
Secretary Luther Hodges has previously 
Spoken out on retail sales, somewhat 
condemning retail sales forces for not 
trying to do a better selling job. The 
Federal Reserve Board has no comment on this 
angle, merely notes that such sales are 
Stagnant. 

Unions are critical of FRB's attribution 
of the recent decline in output to strikes 
in the durable goods industries (primarily 
autos), and hurricane Carla. According to 
the unioneers, production of durables is at 
an all-time high (despite automobile work 
Stoppages). The real problem, according to 
the unions, is slowing retail sales, thus 
keeping production lines from "humming." 
In the background is a trend away from buying 
toward saving by individuals, as reflected 
by mounting sales of Government Services 
"E" and "H" Savings Bonds as well as upped 
deposits in Federally-guaranteed savings 
and loan associations. 






































E>rly Next Session Problem for Federal Government 
Will Be Low Pay for Qualified Scientists, Engineers, 
Physicists. Government pay scales in these 
fields simply do not match those available 
in private industry. The graduates in these 














private industry at pay ranging up to 
75% more than is offered by Government. It 
may be a part of the President's State of 
the Union Message, but perhaps there will 
be a special and urgent message on the 
Subject. Spot checks with several of the 
government agencies in the fields of 
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research and development reveal shortages 
of scientific personnel range from 20% to 
35% below actual needs. Some of the agencies 
are overcoming the situation by farming 

out important defense, nuclear, and 
electronic research to private research 
organizations with qualified personnel, 
paid well above government scales. In these 
instances, it is not as easy to maintain 
the tight security checks possible ina 
government-run undertaking. Previously 
broached in Congress has been a National 
Scientific Academy with students getting 
free tuition and other emoluments, the 
guarantee of better pay, all with the 
proviso that they serve a definite number 
of years after graduation. 


Kennedy Budget Deficit Subject of Washington 
Dispute. Administration Whiz Kids and slide 
rule experts say it will be only $6.7 
billion. This is disputed by one private 
economic research organization which avers 
that $9.2 billion will be more nearly 
correct. Meantime Sen. Hugh Scott, 
Pennsylvania Republican, an astute analyst 
of Federal finances, predicts a whopping 
$12 billion, pointing up only half of that 
sum was for necessary national defense, 
the other half for domestic programs which 
could have been forgone in the interests 
ot fiscal responsibility. It may add up 
to stiffer taxes early in the next Session 
of Congress, despite Commerce Secretary 
Luther Hodges' recent declaration that we 
can scale down our steeply progressive 
Federal income tax rates by cloSing Some of 


our tax loopholes. 
































Cne in Four Counties Economically Depressed, Says 
Area Redevelopment Administration. This, 
according to Department of Labor experts, 
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is simply not true. The Department, which 
kept pretty close tabs on employment and 
industrial complexes for many years, 
placed the figure at approximately 100 
counties. ARA, created last May 1, and with 
a "kitty" of $300 million, far more than 
the original (and carefully studied) 100 
counties could use, has arbitrarily 
increased the figure to 750. It is to be 


soon followed by intensive ARA efforts to 


"sell" the 650 additional counties the 
idea they are really depressed, hence 

in need of bureaucratic and financial 
assistance from Washington. Great numbers 
of the areas are highly resentful of the 
depressed area stigma. Like all burgeoning 
bureaucracies the new agency wants as many 
"clients" as possible for the preservation 
of bureaucratic jobs — and bigger 
appropriations in the future. During the 
last Session of Congress Sen. Harry F. Byrd, 
Virginia Democrat, long a "watch dog" of 
Federal spending, forecast that Area 
Redevelopment would, within a short span 
of time, be asking as much as $2 billion 
annually. 


Ike Brakes Goldwater's Forward Surge. The 
ultra-conservative Arizona Senator, who 
has been making progress toward the GOP 
Presidential nomination in 1964, is having 
his march "sabotaged" by former President 
Dwight D. Eisenhower who is quietly passing 
the word that, despite his personal 
affection for the Senator, he regards him 
as entirely too reactionary to compete 
with President Kennedy in a 1964 bid for 
the White House. If the reports on Mr. 
Eisenhower's views are correct, and they 
come from good sources, then the Arizonan 
is "out of the picture," for the reason 
that the former President is virtually 
the leader of his Party today, despite 
Mr. Nixon's claim of titular chieftain. 


































































































Smart Political Money in Washington Is Now 
Offering 5-3 on Former Labor Secretary Mitchell to 
Capture New Jersey Governorship. And some of the 
money is being offered by "wheels" in the 
AFL-CIO, which initially sponsored the 
Democratic candidate, Richard J. Hughes, 
former Appeals Court Judge. The Labor men 
have reluctantly come to the conclusion 
that Hughes is a weak, ineffective candidate 
— sort of a nonenity. At the outset of the 
campaign, many AFL unions favored Mitchell 
"because of his fair dealings with organized 
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labor in his Cabinet post." The Jersey labor 
split has already cost the Democratic 
candidate around $80,000 in cash 
contribution to his campaign — may cost 

him even more. Educated guesses in 
Washington are a Mitchell victory of 
near-landslide proportions. 











Washington Observers Discount Chiang’s 
Announced Plans to Attack Red China. The Formosan 
Generalissimo recently said the attack 
would take place "in the near future." 
Military and intelligence forces here say 
he simply hasn't the muscle. Although he 
has U. S. jets, artillery, tanks and other 
field equipment — as well as a well-trained 
and disciplined army, he lacks the sea 
power to get to China mainland. Mao Tse-Tung 
could crush his efforts by sheer weight 
of manpower that has been equipped by his 
Russian ally to the West. Back-stage 
efforts here will be to curb China, lest 















































almost all-out military efforts in the 
Berlin area. By treaty, we are committed 
to the defense of Chiang's republic, but 

we are not committed to military operations 
that he may initiate. Our Seventh Fleet 
continues patrol of the Formosan Straits, 
but purely as a defensive force, not as 

one to aid Chiang in an operation not 
approved by this government. 























Peace Corps Troubles Mount. The recent 
indiscreet remark (on a post card) which 
stirred up a controversy about "primitive" 
conditions in Nigeria, and recently sent 
R. Sargent Shriver, the President's 
brother-in-law, on an almost world-wide 
tour to sell and resell PC to the beneficiary 
nations, has brought the hastily conceived 
idealistic organization into ill-repute 
with Congressional forces who will be 
called upon next year to appropriate for 
its continuance. 

Principal Capitol Hill criticism of 
the new "good will" outfit is that it was 
recruited among collegiates who knew 
absolutely nothing of the diplomatic facts 
of life, that they were too raw and green 
for their tasks, and lacked the engineering 
and professional skills to be of real help 
to the beneficiary nations. Look for 
"fireworks" when Congress reassembles in 
January. 
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BLACK 
AFRICA 
and 
AMERICAN 
FINANCING 


By SANFORD GRIFFITH 


Director of African Study Center and Con- 
sultant on African Affairs (Only recently 
returned from a study of developments on 
that Continent and the position of the vari- 
ous new states) 


— A realistic evaluation of conditions 
existing in that part of the world — 
with an inside picture of the influences 
affecting private investment in Black Africa 


LACK Africa—West and Equatorial—will need 
B a large amount of private financing if Africans 
are going to move into the modern world in our 
time. The impression is erroneously held that there 
has already been a big volume of American financ- 
ing to Africa. Loans pending have been repeatedly 
reported, thus creating the illusion of a quantity 
of loans instead of just one—or none. 

Our government grants and loans to Africa, mili- 
tary as well as economic, have been given more 
emphasis than they deserve. True, considerable 
American private money in the past has gone into 
mining and industrial areas in lower Africa. But 
in many areas, and notably in Black Africa, we have 
invested very little. Consequently in giving our 
notions as to what should be done about problems 
in Africa we have been inclined to assume that we 
have much more influence than we actually have. 
In reality we have scant influence in shaping any of 
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BECHUANALAND 


Johannesburg 


@ Copper and other metals 
@ Rare-earth mines 


® Diamond mines 


@ eal interests 


Q Goid mines 


the basic economic changes taking place there. 


Extent of U.S. Investment in Central Africa 


We should consider how small our participation 
in Black African states has actually been. In the 
fourteen new states, U.S. government grants and 
loans have been minute or nil. Although our busi- 
ness people have flocked to busy commercial centers 
such as Dakar, Accra, and Lagos, there has been 
much window shopping but few actual financings. 
True, three or four large mining or rubber corpora- 
tions have invested substantial sums. But this has 
been in the nature of internal company financing as 
a part of a company’s international expansion. Sig- 
nificantly, some of these commitments are covered 
by U.S. government insurance against possibie po- 
litical confiscation and might not have been made 
otherwise. Except in Liberia, our banks have been 
slow to set up branches in West Africa. 
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Tete! Total can states have been independent 
a Military Grand for several years, and the results 
Country Aid Aid Total do not measure up to the prom- 

ises they made the people. 
African leaders have had the 
IN gis nesses easccsesascpinesinosa 1959 $9.7 $5.9 $15.6 notion until lately that Americans 
eee 7A _ = with money and know-how would 
REET 1946-1960 72.8 50.3 123.1 be waiting eagerly for a chance 
WANG. hacen nacstay 1959 13.8 — — to move in. How is it then that 
1960 11.4 2 11.7 they failed to get together with 
RR eS 1946-1960 61.5 1.3 62.8 Washington and with private 
| OTe Pee 1959 28.5 3 28.8 lenders for the help they need e 
1960 32.9 33.6 get productive enterprises going: 
a 1951-1960 150.8 2.5 153.3 _ Before any money was even in 
sight some leaders were already 
PIR iciicncinonninncunsss 1959 48.2 — worrying about the onerous con- 
1960 80.9 7 81.6 ditions Americans would impose 
I a scwoboisccsdcihaaksionicinae 1952-1960 194.6 Bi 195.3 for their loans. The Russians en- 
aCe ae ee 1959 33.9 1.3 35.2 couraged this anxiety. Even some 
1960 57.6 3.7 61.3 of the Europeans, partly for com- 
WR os Masso Res ceden ics 1952-1960 136.4 7.1 143.5 petitive reasons, also warned 
Africans against this danger. 
With colonialism now a dirty 


In recent years we have made many brave and 
optimistic forecasts about American participation 
in Africa. In Washington since the inception of 
Point IV, the concept has been that initial govern- 
ment loans would prime the pumps for a substantial 
flow of private capital. As late as last year the 
National Foreign Trade Council emphasized that 
economic development should be the function of 
private enterprise and that an expanding volume of 
capital is available. But so far it has not been avail- 
able for Africa. 


Waiting for the Horde of American Capitalists 


African leaders, in talking of the benefits that 
would come with political freedom, assumed that 
their problem mainly would be how to control the 
foreign entrepreneurs, rather than having to coax 
them to take part in developing the Continent. 
Thus African leaders gave their peoples hope of 


word, some Africans dubbed us neo-colonialists, im- 
plying that along with our financing we would bring 
in a batch of new colonial attitudes. But African 
leaders, warning their people against exorbitant 
loan conditions, were in reality shadow-boxing be- 
cause few lenders were waiting. 

Rancor from Uneven Division in Africz:n Hand-outs 

Washington has put Africa last among all con- 
tinents for grants and loans. Loans have been allo- 
cated evidently without concern for the size of the 
country or the urgency of needs. Loans have usually 
been considered in Washington as a way to cement 
friendships. But loans can also serve as a way to 
generate discord among applicants. This has been 
the result, if not the aim, of much of our financing, 
particularly in Africa. The amount that each conti- 
nent received, in millions of dollars, in the fifteen 
years to 1960 is shown at the top of the next page. 
































186 


Capital Spending by U.S. Companies in Africa 
(In millions of dollars) 
—___—1999 ane a a a 
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Thus Europe received about 200 times as much as 
Africa. True, some of this was passed down to the 
African colonies but only in very small proportion. 
We put twenty times as much into the Far East, 
and five times as much into Latin America as into 
Africa. More glaring is the fact that we put over 
$2 billion into Communist Yugoslavia and $1.1 bil- 
lion into Pakistan. 

And a similar disproportion exists in our govern- 
ment aid to specific countries in Africa during the 
same fifteen year period. For example, Egypt, usu- 
ally hostile toward us, received $254.4 millions or 
four times as much as the $62.8 millions that went 
to Liberia—the only country in West Africa to 
which we made a substantial grant. Morocco alone 
received $195.3 millions, or about $20 per capita. 
Little Tunisia received $143.5 millions, or about $36 
per capita. Libya received $153.3 millions or over 
$100 per capita. In contrast to this some foreign 
countries in West and Equatorial Africa received 
practically nothing. 

Strategic explanations may exist for the above 
grants but there certainly were not valid economic 
or social ones. It is understandable that these dis- 
proportions generated more frustrations and re- 
sentment than gratitude. It should not surprise us 
that the Africans fumbled around with mistaken 
explanations such as our favoring Moslems over 
others; our racial discrimination against Blacks; 
and, although calling ourselves a democracy, we 
have shown an inclination to favor feudal monarchs. 

Nearer the mark is the African intimation that 
we give financial aid more readily to vacillating 
neutrals than to known friends. 


Limited Success in Playing Russia Off Against the U.S. 


A routine procedure of the neutrals, including 
several African leaders, has been to couple requests 
for grants and loans with the intimation that if we 
did not come across they would turn to the Russians. 
The threat has worked in more instances than we 
like to admit. Getting foreign grants through Con- 
gress also works easier when coupled with the 
Russian threat. The result is that much of the really 
humanitarian spending we have made to meet worid 
needs carries a label we ourselves put on it of stra- 
tegic necessity. 

Many African leaders really did assume that if 
they couldn’t get substantial American aid they 
could get Russian. Disappointed in Washington, 
they asked for some of that money the Russians 
boasted about giving, with no strings attached. 


The Results? 


Some got credits for Soviet goods that they did 
not particularly need. Some are discovering that 
instead of strings there were ropes attached. 

Only Egypt and Guinea were favored with really 
substantial loans. Most disconcerting of all to the 
Africans was the discovery that the Russians 
showed no eagerness to take on the substantial load 
of lifting emerging African nations into the modern 
world. 

Morey for improved radio transmission and plane 
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Leading Companies in Tropical Africa 


Uniliver, Ltd.: British-Dutch parent of United 
Africa Co., Ltd., which has largest business volume 
in Tropical Africa ($830 million in 1960). 

Union Miniere du Haut-Katanga: Belgian mining 
company operating in the Congo. Now producing 
a record volume of copper (about 300,000 tons 
a year). Also has interests in cobalt, zinc, coal and 
other enterprises. . 

Compagnie Francaise de L’Afrique Occidentale: 
Main French trading company in tropical Africa. 
1960 volume of sales was $194 million. Does 
business in most of former French Africa plus the 
Congo, Ruarda-Urundi, Ghana, Nigeria, Liberia, 
Sierra Leone and Gambia. 


Societe Commerciale de L’OQuest Africain: Large 
French trading company. Handles industrial equip- 
ment and has auto assembly plants. Owns chain 
of five and ten cent stores. 


Pechiney and Ugine: Aluminum producers par- 
ticipating in two African ventures. One is FRIA 
in which they own a 26.5% interest while Olin 
Mathieson has 48.5%. Other enterprise is ALUCAM, 
aluminum smelting plant in the Camerouns. 

Royal Dutch-Shell and British Petroleum Ltd.: 
Market throughout tropical Africa. Export Nigerian 
oil to Europe and plan a $34 million refinery in 
Eastern Nigeria. 

Societe Des Petroles D’Afrique Equatoriale: French 
government-controlled oil company with fields in 
Gabon and former French Congo. Engages in ex- 
ploration ventures with Socony Mobil and Shell. | 











communications in areas where the Russians choose 
to penetrate, yes. Technicians and money to buy and 
operate Russian planes and to expand airfields, yes. 
But the Russians have shown little tangible interest 
in supplying funds for large scale programs for 
social betterment. 

Indeed, with their far flung commitments, the 
Soviets would not have the means to make a tre- 
mendous economic investment in Africa, even if 
they chose. (Incidentally, we have been inclined 
to exaggerate the extent of Russian penetration 
in Africa. Washington has been coaxed into some 
crash financing in Africa that probably would not 
have been made if the Russian threat had been 
seen in its true proportions.) 


Failure To Recognize Need for Attracting Private Capital 


African leaders are slow to recognize the realities 
in the world money market situation and their need 
of private capital if they are going to get their in- 
dustrial programs under way. For peoples who are 
shoeless there is no point in talking about a boot- 
strap operation. Capital for industries must some- 
how be found, but accumulating domestic capital 
will necessarily be a slow process extending over 
many years. To date, neither European nor Soviet 
capital have been sufficient to raise the people above 
a bare subsistence level. And apparently no substan- 
tial U.S. government funds are going into Africa 
within the next couple of years. This then leaves 
only American private capital as the one vast reser- 
voir of technical skills and money potentially avail- 
able. (Please turn to page 209) 
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BANK STOCKS 
LOOK GOOD FOR 1962 


By PAUL J. MAYNARD 


& Favorable factors and trends to watch re loans and interest rates 

® Where new mergers stand — how serious is opposition by the Department of Justice 

& Earnings-dividend outlook — appraising position of banks in the various areas 
around the country — mergers — bank holding companies — institutions in the best 
position — with purchases to be carefully timed. 


HILE third quarter earnings reports of the 

nation’s leading commercial banks showed 
more declines than gains, the market performance 
of this group has continued to be strong. Bank stock 
prices on the average have increased over 30% this 
year, a far better than average performance, es- 
pecially in the face of a 5% average decline in net 
operating earnings in the first nine months. In- 
vestors appear to be anticipating material improve- 
ment in earnings, and in the general outlook for the 
banks in the foreseeable future. At this point it 
seems unlikely that they will be disappointed. 


Bank Loans Lagging Behind Business Recovery — But... 


The volume of bank loans has not yet risen with 
the increase in general business activity. At the end 
of September, bank loans to business and commer- 
cial firms were $300 million less than they were at 
the start of the year, compared with a rise of over 
$1 billion in the first nine months of 1960. However, 


commercial bank loans historically have tended to 
lag behind rises in economic activity and seldom 
increase in the first six to nine months of an upturn. 
But bank loans usually do rise rapidly thereafter if 
business activity continues to expand. In 1951, 1955 
and 1959—~years preceded by a period of rising eco- 
nomic activity—commercial bank loans rose by over 
$3! billion and substantial gains in bank earnings 
also were achieved. 

Interest rates have shown a tendency toward 
firmness as the current year has progressed, but 
there has been no change in the banks’ prime rate 
on commercial loans since it was lowered from 5% 
to 444% in August, 1960. In the recession from 
which we now appear to be emerging, short term 
interest rates did not fluctuate as widely as they did 
in preceding cyclical swings. At the low point in 
1958 the yield on Treasury bills fell below 1%, while 
this time it has stayed around 244%. In the middle 
of 1958 a sharp rise occurred in long term money 
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e Areas of Expansion Abroad through Development of For- 
eign Markets where High Level Buying Power Exists 
and Building New Markets in Backward Lands 


PART I1— (b) Modifying Influences 


Administration — Where “New Frontier” Philosophy Relies 
on Theories Rather Than Experience Under Actual Prac- 
tice in a Workaday World — Administration’s Demand 
for Growth in Face of Over Capacity ... with Bureau- 
cratic Use of Unrealistic Statistics 

¢ Where Government’s Anti-Business Attitude is Bound to 
Hobble Industrial Growth — Discourage Initiative 

© Where Confusion as to Government Policy Stymies Plan- 
ning by Business Executives 

* Killing Profit Motive by Failure to Correct Inequities in 
our Tax Structure .. Inadequate Depreciation and 
Amortization Allowances 
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and are Showing Steady or Higher Earnings — Able to 
Hold their own and Make Growth in the Period Ahead 

© Companies Strong at Home — With High Level Earnings 
from Healthy Foreign Operations and Where Future 
Growth is Indicated 

@ Securities to Meet Various Objectives — For Investment 
of: $10,000; $25,000; $50,000 








THE MAGAZINE OF WALL STREET 
120 Wall Street, New York 5 


I enclose 6.................................... to renew my subscription: 
[] One Year $20.00 [] Two Years $37.50 


Each Subscription will include FREE a copy of 
What to Consider When 
SPECULATING and INVESTING 
IN TODAY’S MARKET 


(Value $5.00) 


(Subscriptions are deductible for income tax purposes, 
reducing your cost by at least 20%) 


(With Speccal Ponus Cook SSFP RA es eee d la ee a eG aire 
For Additional Subscriptions) a dat hee Zone.............. SERRE 



































































11-46-AD 
FOR GIFT SUBSCRIPTION 
First Gift Subscription $20.00, Two or More Gift Subscriptions $17.50 Each 
(Free Book with Each Gift Subscription) 
(Bonus of Extra Book for Two Gift Subscriptions ) 
Gift Subscriptions: Gift Books: 
Le ee se eT NE _ SER See ee ee a 
Name Name 
Ea Me EO ie ———__, > 
BI i ct ge —< wii 
My Gift Card My Gift Card 
Should Read From : Should Read From 
a a Re ee eee ee 
Name Name 
a Address oe "Address | 
he chet Ae a aes CUR aed ee Vn, oO | 
My Gift Card My Gift Card 
Should Read From Should Read From 
; 
Consultation Serutee Mngucries . 
You Want Answered Wow LL OO __ Shares } 
See Se ae ee ee 
| 
| 
{+——+ 





Important — 

Sead your order today 
fo reserwwe Your Book 

as cl comes off the Presa 






You will receive personally dictated advice on securities 
you hold or plan to buy . . . without additional charge. 

































































TD Se = se — ae 
Statistical Data on Leading Bank Stocks 
U.S. Gov't. 

Total Deposits Loans & Discounts Securities Book Earnings Indicated \ 

9/30 12/31 9/30 12/31 9/30 12/31 Value Per Share Current 

1961 1960 1961 1960 1961 1960 Per Ist 9 Months* Dividend Recent Dividend 

aaa (Millions) —_—— — Share 1961 1960 Rate Price Yield 
Bank of America (San Fran.) ...... $N.A. $10,805 $N.A. $6,700 $N.A. $1,782 $25.73> $N.A. $N.A. $2.10 69 3.0% 
Bank of New York .............::00000 516 606 286 295 113 99 212.58 14.98 15.65 14.00 395 3.5 
Bankers Trust New York 3,064 3,032 1,639 1,567 676 672 38.21 2.78 2.98 1.97 70 2.8 
Chase Manhattan New York ...... 7,849 8,143 4,248 4,336 1,619 1,779 51.17 3.70 3.95 2.501 82 3.0 
Chemical Bank N. Y. Trust Co. ... 3,901 3,898 2,243 2,234 594 569 50.32 3.82 3.60 2.60 86 3.0 
Continental Ill. Nat. Bk. (Chi.) ..... 2,837% 2,482 1,4823 1,436 5643 527 N.A. N.A. N.A. 4.00 163 2.4 
First National Bank of Boston .... 1,650 1,615 991 913 358 392 58.25 4.64 4.69 3.001 108 2.7 
First National of Chicago ........... 2,760 2,776 1,607 1,726 797 540 41.88 N.A. N.A. 1.601 93 1.7 
First National City Bank, N.Y. .... 7,604 7,770 4,059 4,260 1,920 1,524 64.29 4.21 4.49 3.00 104 2.8 
First Penna. Banking & Trust ...... 1,129 1,119 659 645 178 127 42.15 1.521 1.571 1.202 35 3.4 
Irving Trust, New York ................ 1,941 1,999 976 959 534 384 28.65 2.23 2.59 1.601 53 3.00 
Manufact. Hanover Trust N.Y. .... 5,073 4,818t 2,312 2,3684 1,232 9964 38.40 2.68 2.84 2.00 60 3.00 
Mellon National Pittsburgh ........ 1,927 1,854 928 1,055 710 509 116.12 6.78 7.16 4.001 172 2.3 
Morgan Guaranty Trust, N. Y.... 3,775 3,646 2,286 2,352 1,121 450 75.07 4.81 5.30 4.00 133 3.0 
National Bank of Detroit ............ 1,782 1,904 591 659 566 569 47.57 3.57 3.78 2.001 78 2.5 
Republic Nat. Bank of Dallas ..... 993 1,012 606 585 218 193 27.68 «= «1.78 =S4.76Ss*d2.40l BH—=«~iSC 
Security-First Nat., Los Angeles.. 3,434 3,284 1,679 1,647 1,170 1,055 37.35 287 3.03 1601 88 1.8 
Wells Fargo Bank Amer. Tr. ....... 2,538 2,449 1,414 1,412 720 635 40.22 275 298 1601 80 20 
*—Net operating or indicated earnings. 1—_Plus stock. 4—Pro-forma as of 9/30/1960 to give ef- 
N.A.—Not available. 2After 2 for 1 stock split stockholders fect to Hanover-Mfg. Trust Co merger 

vote 11/6/1961. 9/11/61. 
3—Reflects meraer of City National Bank 5—As of June 30, 1961. 
& Trust Co. effective 9/5/1961. 























rates but such a rise has not occurred in 1961. 


Credit Conditions Could Tighten 


Since interest rates have not gone down as far or 
as fast during the recent dip as they did in preced- 
ing recessions, it is not expected that they will rise 
as sharply. However, as business activity expands, 
the demand for credit will increase and tend to 
tighten the money market. This should bring about 
a rise in the bank prime rate some time next year— 
perhaps back to the 5% rate which prevailed from 
September, 1959, to August, 1960. 

Because of the relatively high unemployment rate 
of over 6%, and because of over-capacity in the 
productive facilities of some industries, the Admin- 
istration has continued to keep the amount of avail- 
able credit high. However, if there are signs that a 
boom is developing it will be necessary for the 
Federal Reserve to tighten credit, forcing interest 
rates up. The international situation, particularly as 
it relates to the balance of payments and gold prob- 
lem, also affects interest rates in this country. With 
the higher interest rates now prevailing in money 
centers abroad, it will be essential to keep our rates 
sufficiently attractive to prevent any drastic outflow 
of funds from the United States. 


Each of the four post-war recessions has brought 
about an increase in the total amount of earning 
assets of the banks—chiefly in the form of invest- 
ments. This has been a by-product of the easy credit 
policies adopted by the Federal Reserve money man- 
agers to stimulate business and end the recession. 
As interest rates have risen in the ensuing recovery 
period there has been some shrinkage in the volume 
of available bank credit, but the application of the 
higher rates to a still relatively high volume of 
earning assets has spelled increased earnings for 
the banks. This is what now appears to be in pros- 
pect for them. 
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Favorable Dividend Action 


Recent dividend action of several of the major 
banks suggests optimism on the part of manage- 
ment with respect to future earnings prospects. 


First National Bank of Boston, for example, re- 
cently announced a proposal to pay a stock dividend 
of 14*°7% on November 15, 1961. Simultaneously it 
was announced that the present $3.00 dividend rate 
on the bank’s common stock would be maintained 
on the new shares. This is equivalent to cash pay- 
ments on the present shares of $3.43. 

Another recent development was the announce- 
ment by First Pennsylvania Banking & Trust Co. 
of a proposed 2-for-1 stock split coupled with an 
increase in the effective cash rate on the old shares 
from $2.30 to $2.40 per annum and a 1-for-12 sub- 
scription offer. 


Also, Republic National Bank of Dallas in recent 
weeks has announced a 2% stock dividend and Bank 
of America has proposed a 5% stock dividend and a 
1-for-16 stock offering. It is expected that dividend 
increases (either in stock or in cash) on other bank 
stocks will be forthcoming at meetings this year 
and in 1962. 


Higher Price/Earnings Appraisals 


The rise in bank stock prices which has taken 
place to date in 1961 has increased the average 
price-earnings ratio at which these stocks sell, from 
about 13.5 times at the start of the year to a current 
average of around 18 times. The latter, however, is 
still under the 23 times earnings ratio at which 
other high quality equity groups such as the electric 
utility stocks and the Dow Jones Industrial Average 
are currently selling. While the increase in the price 
of bank stocks places them in a higher price-earn- 
ings area than they have occupied for many years, 
they are still not high in relation to other quality 
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equity groups. In view of their strong current posi- 
tion and the likelihood that substantial earnings 
gains are in prospect over the next few years, the 
bank stocks have become the favorites of many 
large pension funds, trust companies, mutual funds 
and other institutional investors. 


Activity On The Merger Front 


Merger developments, coupled with uncertainties 
created by intervention by the Antitrust Division of 
the Department of Justice, also have played an im- 
portant role in the field of bank stocks this year. 
Among the New York City banks, the Manufactur- 
ers Trust-Hanover Bank merger and the proposal of 
Morgan Guaranty Trust Company to form a state- 
wide bank holding company with six up-state banks, 
have stirred the imagination of investors concerning 
future prospects for these organizations. Also, the 
proposal of Bankers Trust to form a holding com- 
pany with County Trust Company of White Plains, 
while vetoed by the New York Superintendent of 
Banks, may yet be revived. 

Other significant developments among the New 
York banks have been the merger proposals of First 
National City Bank to acquire National Bank of 
Westchester, of Chemical Bank New York Trust 
Company to acquire Long Island Trust Company 
and of Chase Manhattan Bank to merge with Hemp- 
stead Bank of Long Island. 

The Chemical and Chase plans have been ap- 
proved by the New York Superintendent of Banks 
and now await action by the Federal Reserve’s 
Board of Governors. If this approval is obtained, 
and if the Department of Justice does not oppose 
them, a long step toward expansion into the rapidly 
growing suburbs will have been accomplished by 
the New York City banks. Some progress already 
has been made in the opening of new branches in 
Nassau and Westchester by such banks as First 
National City, Chase Manhattan and Chemical Bank 
New York Trust Company. However, the proposed 
mergers would greatly accelerate the broadening of 
geographic coverage of the New York banks. If they 
become effective, the year 1961 may well mark a 
most important milestone in the history of the New 
York City banks. 

¢ The proposed new giant bank holding company 
to be known as the Morgan New York State Corpo- 
ration would be the largest in the country, with 
total deposits of over $5 billion dollars and with 
constituent banks in Buffalo, Rochester, Syracuse, 
Albany, Utica and Binghamton combining with the 
Morgan Guaranty Trust Company of New York. 
This would change the pattern of the banking 
structure of New York State, increasing the effec- 
tive utilization of both managerial and capital re- 
sources of the state’s banks. 

As a competitor of Marine Midland Corporation, 
now New York State’s only major bank holding 
company, the new banking group would bring more 
banking services of all types as well as expanded 
lending ability to the upper New York State area 
where the rate of deposit growth has been faster 
than in New York City. 


Opposition By Department of Justice 


> The greatest threat to the merger movement 
among banks throughout the country has arisen 
from antitrust suits initiated by the Federal Gov- 
ernment through the Department of Justice in oppo- 
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sition to several proposed mergers. Invocation of 
the Sherman Antitrust Act against proposed bank 
mergers is something new. 

e It has heretofore been accepted that approval 
by state bank supervisory authorities, by the Board 
of Governors of the Federal Reserve System and by 
the Comptroller of the Currency (where national 
banks are involved) provided sufficient regulatory 
control over bank mergers. The new theory is based 
on the premise that bank mergers genrally violate 
the Sherman Antitrust law if they, in the opinion 
of the Justice Department, “tend to reduce com- 
petition.” 

The principal test case of the Justice Depart- 
ment’s right to intervene in bank mergers is now 
in the courts in Philadelphia, where the proposed 
merger between the Philade!phia National Bank and 
the Girard Trust Corn Exchange Bank is being con- 
tested by the Justice Department, even though the 
merger was approved by the Comptroller of the 
Currency. 

© Two other cases involving court intervention by 
the Department of Justice to over-rule approvals by 
the Comptroller of the Currency and the Federal 
Reserve Board are still pending in the courts, al- 
though the banks have won the first important 
round in defeating injunction applications and in 
actually effecting their mergers. One of these cases 
is in Chicago where Continental Illinois National 
Bank and Trust Company recently merged with City 
National Bank and Trust Company. The other case 
is in New York where Manufacturers Trust Com- 
pany and the Hanover Bank achieved their merger 
despite a last minute attempt by Justice Department 
lawyers to halt it on the grounds that the merger 
might produce a “tendency toward lessening of 
competition.” 

° The conflict between two agencies of the gov- 
ernment on the effect of a merger on banking com- 
petition is found in the Manufacturers-Hanover 
case. Here the Board of Governors of the Federal 
Reserve System approved the merger because it 
would increase competition. The obviously less quali- 
fied lawyers of the Justice Department (men with 
legal backgrounds but lacking the banking experi- 
ence of members of the Federal Reserve Board) 
found that the merger would reduce competition. 

© The beneficial effect on competition of the move- 
ment of New York City banks into the suburban 
areas around the city was illustrated recently when 
Franklin National Bank, the largest of the Long 
Island banks, reduced its interest rates on instal- 
ment loans to match the rates charged on such loans 
by the major New York City banks which are now 
moving into the Long Island area. 


Efforts To Solve Various Banking Problems 


In addition to the legal problems created by the 
law suits brought by the Department of Justice, the 
banks have had to contend with a number of other 
problems, chiefly operational in nature. Included 
among these are: 

¢ The tendency of large corporations to reduce 
their deposits in order to obtain an interest yield 
by investing in Treasury bills. 

¢ The need to adopt more liberal interest payment 
plans on savings accounts in order to meet the com- 
petition from other banks and from savings and 
loan associations. (Please turn to page 208) 
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TEXTILE COMPANIES 
GET “BREAK” FROM THE GOVERNMENT 


By JAMES A. NEWMAN 


A Rare and First-Rate Story on... 


> All-round significance of concessions on depreciation to the various 


producers of textile fabrics 


> What possibilities, if any, for textile machinery makers? 

® The bleak record of growth for the textile industry and the reasons 
_ therefor — and now what prospects for the future? 

& Outlook for the individual companies — those in the best position — 


where static — where declining 


A NEW tax concession offered to the textile 
industry in the form of increased depreciation 
apparently has come at a time when the industry 
is just recovering from another difficult business 
cycle and when textile machinery producers are 
offering new technological developments. Thus, this 
timely plan should have some important effects upon 
both the textile industry and machinery and ma- 
chine tool producers who are hopeful that such a 
proposal will be reflective of a new attitude for their 
equipment as well. 


The New Depreciation Schedule 


According to the Internal Revenue Service, textile 
machinery depreciation schedules will be changed 
from a 25 year life to a 15 year life and in some 
cases 12 years. The added cash flow that will result 
from a heavier depreciation write-off will of course 
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result in tax savings equal to one half of the new 
depreciation. It is hoped that this tax savings will 
spur the modernization program already underway 
in the industry. Leading experts have greeted the 
new plan with enthusiasm predicting great changes 
through automation. 

Industry has long favored heavier depreciation 
schedules while the New Administration has favored 
tax credits on new capital spending. The Govern- 
ment proposal offers a compromise which includes 
a flat 8% credit for all capital outlays plus a revised 
depreciation schedule. If these plans are carried 
— to most industries then the effect would 

to: 


1. Reduce the cost of new capital equipment 

2. Increase corporate cash flow 

3. Increase capital spending and spur plant 
modernization 
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Textile Machinery 


One of the most difficult problems facing textile 
machinery producers has been their inability to sell 
new textile innovations to their very cyclical cus- 
tomers. Thus, it has been estimated that over 75% 
of the textile machinery in use today is over 10 
years old with a great deal of that total over 25 
years old. With an unusually high percentage of 
obsolescent machinery in operation there is a large 
demand or need for new equipment. This demand 
exists despite the fact that important technological 
developments have been offered and in part accepted 
by the textile industry. Draper with its new shuttle- 
less loom and Leesona with its Unifil loom winder 
are examples of the more successful products. 

In each instance however machinery makers have 
been able to enjoy only temporary prosperity and 
earnings have been falling from peak 1960 levels. 
Other textile producers have sought to diversify in 
order to reduce the cyclical impact of the textile 
industry on their business. Crompton and Knowles, 
the leading producer of box multiple shuttle looms, 
has taken an important interest in dyes, chemicals 
and packaging machinery. Whitin, the leading pro- 
ducer of preparatory and spinning equipment has 
acquired a stake in the printing machinery business 
through its wholly owned subsidiary American Type 
Founders Co. And finally, Leesona, has been expending 
considerable sums of money on Leesona-Moos division 
which is engaged in electronics research. 

& The new depreciation program of course will 
be helpful to these companies by reducing the effec- 
tive prices of their products and by stimulating 
purchases of equipment which should have been 
bought several years ago. For 1961-62, however, 
most capital budgets are set and with long lead 
times common in the industry, it is doubtful that 
the impact of new spending will be immediate. 
Therefore, we would not be too anxious to buy 
machinery shares on this recent wave of enthusiasm 
shown by investors. 


The Broad Advances in Textile Manufacturing 


The textile industry is constantly changing, both 
geographically and in the development of new fibers, 
blends and uses. The consumer has received the 
benefits of increased efficiency and more and better 
fabrics. All this would indicate a vigorous growing 
industry, but statistics show that the industry is fac- 
ing hard times ahead, perhaps harder and hungrier 
than recent memory can be forced to recall, unless 
the government takes even more positive action than 
that recently announced. 

® New synthetic fabrics have brought about a 
decline in the use of historical fibers, i.e., cotton and 
wool, linen and silk. It is even reasonable to assume 
that rayon, the oldest of the synthetics, would 
suffer at the hands of the new “miracle” fibers. But 
it will come as a surprise to find that per capita 
consumption of all textiles has been declining in the 
United States. For example, average per capita con- 
sumption in 1953-54 was about 37.8 pounds, while 
in 1960 it was about 36.1 pounds. There are many 
long-term reasons for this decline; paper and plastic 
products have made an impact on cloth consump- 
tion; lighter-weight, longer-wearing fabrics have 
been developed; and our mass exodus to Suburbia 
has brought about demand for more casual and dur- 
able styles of clothing. 
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Reasons for Bleak Growth Position 


In 1953 the Index of Textile Mill Activity by the 
Federal Reserve stood at 110, in 1960 the index had 
risen only to 121 for an increase of 10%. In 1953 
the index for all manufacturing was 127.2 and had, 
by 1960, increased 29% to 164. Thus, the industry 
has been hard pressed to show any growth. Behind 
the figures lie a story that is rather bleak. As men- 
tioned above, per capita consumption has decreased 
and total consumption has remained static. 

Following World War II the taxes this industry 
and others paid to the government in part went to 
help re-establish industry in the war ravaged na- 
tions. The story is, of course, well-known. Starting 
from nothing, U.S. dollars, acquired at no cost, 
helped purchase the latest in machinery and Ameri- 
can technical know-how. Lower labor costs, highly 
efficient plants, the latest in machinery, favorable 
tariff rates each contributed to reconstruct, among 
others, a thriving textile industry abroad which can 
produce as much 2s our own industry at consider- 
ably lower prices. And looking to the future, we are 
now determined to help the underdeveloped nations. 
It should be pointed out that one of the first indus- 
tries to be established in a new economy is a textile 
industry, and once having helped these underdevel- 
oped nations we are more or less obligated to give 
them a “most favored nation” tariff treatment. 

® This intense competition has not only reduced 
our markets, but put prices under severe pressure. 
Using the 1947-49 period as basis 100, the index of 
Textile Wholesale Prices indicates that in March, 
1961, prices were 94.7 of the 1947-49 level. A year 
earlier, the index stood at 96.3%. Going back even 
further, the 1953 index showed a price level of 
97.2%. 


The Diversified Companies 


Lowenstein—While sales have trended upward, 
earnings have been affected by the cyclical supply / 
demand factor and by changes in raw material costs 
and keen competition. The company processes raw 
cotton and synthetic fibers, concentrating sales to 
manufacturers of apparel, handkerchiefs and house- 
hold articles. The dividend was reduced earlier this 
year in line with the lower earnings, but can be 
expected to be increased as the earnings pick up. 
The company also sells finished goods such as per- 
cales, gabardines under well known brand names. 
In 1960, the company entered the glass fabrics field 
and formed factoring subsidiaries. Anticipated re- 
covery should benefit the company but appreciation 
potential is limited to modest cyclical recovery. 

J. P. Stevens—Earnings have been more stable 
and have shown one of the best long-term growth 
records in the industry. Stevens is one of the largest 
and most diversified textile manufacturers. The 
company also enjoys a large solid position as selling 
agent for other textile mills, and does a large fac- 
toring business. The company has been employing 
more effective cost control methods but, obviously, 
is still tied to the basic textile cycle. Stevens re- 
cently acquired a stock interest in a French producer 
of glass fibers and synthetic fabrics giving it en- 
trance into the Common Market. 

Although earnings will be greatly lower than last 
year, the dividend should be maintained, especially 
with higher earnings in prospect for the next year, 
and affords an attractive yield at present prices. 
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- Leading Textile Companies 
53 
id Net Working Cash —Ist 9 Months— Indic. 
ry Capital Earnings Per Earn. Earnings Per 1961 

7 1959 1960 Share Per Share Share Div. Per Recent Div. Price Range 
nd ——{Millions) —- 1959 1960 1960 1960 1961 Share* Price Yield 1960-61 
n- _ comma 
ed American Enka Corp. ............:c00ceseeees $14.9 $24.6 $4.31 $.51 $6.64 $.36 $2.38 $.80 38 2.1% 39%4-17% 

IIE 655i ssasccesscustacsiscensins 79.6 71.1 2.98 1.45 4.74 .90 1.04 2.00 57 3.5 63 -32% 

rv I iss caccikicntnanencecwnnbones 31.4 32.7 3.12 1.60 4.76 512 .352 1.00 22 4.5 253-15 
to Bigelow-Sanford, Inc. ..........c0.ccceceeeee 32.2 33.5 1.73 1.28 3.63 .932 812 .80 19 4.2 2158-1134 
a- Burlington Industries ................:.0008 235.3 260.1 2.72 2.81 5.04 2.313 1.273 .80 21 3.8 24 -16% 
ng RII 6h <a snscascasccosasiinseovessevsmnes 103.0 108.7 5.04 6.49 8.17 2.737 2.702 3.00 73 2.7 83 -55 
st IN dcisncstscuischecslisciuncteeesiante 80.9 85.9 2.44 2.07 5.13 1.052 837 1.20 35 3.4 40%-21 
i. sires dccenesbocatscxnbcspaciadccoions 64.4 64.6 1.47 1.03 2.46 812 .342 .80 14 5.7 173%- 8% 
By I i snscisseskebuscisniaseans 65.4 62.1 1.81 1.60 3.07 817 527 .80 14 $7 15%4-12% 
ra I iad scsicsasslandcansncknicsiehien 5.9 4.0 1.01 d3.36 —_— d.482 = d1.722 _ 7 —_— 13%- 6% 
ng MINI TIED snicccscsesicccsccsssnsnconcenseanee 105.3 105.7 1.69 1.81 3.66 1.362 .342 .60 14 4.2 2014-14’ 
aos Mohasco Industries ...........0......:c000000 41.4 36.5 3.03 87 1.72 46> .232 40 10 4.0 15%4- 7% 
og I aor scececncoiscaknincatactasteccens 28.7 29.9 7.191 6.621 10.54 N.A. N.A. 4.00 84 4.7 85’ -60 
ot Reeves Bros., Inc. ......... 17.5 16.4 1.941 201 1.66 055 N.A. .50 20 2.5 28'2-15'2 
“ BIR I, TD TODS: dcscenescsccsissnccescecccss 144.0 144.8 4.52 3.65 6.46 2.92% 1.444 1.50 32 4.6 33%2-22% 
a United Merch. & Mfg. ..................c00000 116.7 144.0 2.411 1.631 2.73 N.A. N.A. 1.00 22 45 24-1 6Vs 
ile ‘ ‘ 

“7 Textile Machinery Manufacturers 
ve Pune — < a — SS = 
Crompton & Knowles Corp. ...............+ 11.6 12.7 1.72 2.61 3.42 1.572 1.602 1.00 30 3.3 3834-16 
- ID ssa icstcnahbcaeccipsonaceseniaiannte 21.9 23.0 1.84 2.82 4.52 1.612 1.39° 1.40 36 3.8 372-23 
-. Genenne Comp. saseididaietaanisniaptnscenaaeeanootans 9.8 9.6 1.77 3.11 3.85 1.662 982 .50 34 1.4 6314-31 
of Whitin Machine Works ...................... 20.2 21.9 .83 5.63 7.77 3.567 1.20° 1.00 28 3.5 3714-20% 
ae a on latest dividend rates. “ “Years ended 6/30/1960 and 1961. O.f months ended July 31. 
eficit. ; ng First 6 months. °—1st fiscal quarter ended Sept. 30. 
en N.A.—Not available. 3—9 months ended June 30. 
of _— - 
TEXTILE COMPANIES volume. Company is a processor of cotton and synthetics. Dividend was 
cut this year on poor earnings. Could improve with the cycle. C3 
American Enka: Large factor in conventional rayons increasing stake in Mohasco: L t t k Tax- - 
‘d, nylon. Earnings are improving but will not match cyclical peaks of hausted “aa wl same Se ale , ge 
y / former years. Readjustment will take time. materials including acoustical fabrics have interesting potential. Merger 
ts age apo Largest producer of rayon and acetate in United deveopments are in progress (see Firth Carpet). 

* tates. _ Or! er products will be important to offset decline in rayon. Pepperell Mfg.: O f th ful li : 
LW High liquid asset value in Monsanto stock (13.2%). Company has no agement asad noth Bag D nn no he oh. may Ie ae Be 
to debt. is most attractive feature of this stock. B2 

| Beaunit Mills: | tant f i i i . seu P 
3e- eulpeaier i Se Aa per not ene Has been diversifying since 1953 and is now engaged in 

: business). Recovering with general textile cycle. polyethelene and polypropylene in addition to textile fabrics. New 
lis ’ laminated fabrics could become important. Earnings will recover with 
be Soe Stet: Somat, largest carpet maker has been diversifying. cycle. C3 

ti - 4 - . 
p. Slot relocation could help bet earnings ove stil erraic. Crestline Bot 4. B. Stevens: Perhaps the best of the diversified, producers._ Although 
industry. 3 subject to wide swings in earnings, the company has maintained divi- 
y- ° aenas affording an attractive yield. B3 
" Burlington Inds.: Leading company in the industry reflects all problems, . 
2S. shows slightly more stable earnings than most. Main appeal of income United Merchants and Mfrs: Owns the huge Robert Hall retail organiza- 
ld has been hurt by an erratic dividend policy, which could improve again tion in addition to factoring plastics and textiles. Earnings have shown 
in 1962. some stability and dividends appear secure. B2 
"e- . 
Cannon Mills: Important trade name for linens and towels, relativel 
on stable earnings, steady dividend. Company faces delisting from NYSt TEXTILE MACHINERY MANUFACTURERS 
for not filing proxy information. B2 
. aes : Crompton and Knowles: Has diversified in packaging machinery which 
Celanese: Largest producer of acetate fibers building large chemical and has helped to cushion cyclical swings. Textile machinery business has 
le plastics capacity. 40% of business in non-textiles showing better growth. held up through constant machine improvement. 
th Deserves better appraisal than group. B81 
P ‘ . * _ _ Draper: Has had tremendous with it w shuttle! loom. 
Cone Mills: Engaged in active diversification away from cotton into ee : ae en oe 
st polyurethane foam, chemicals and dyes. Earnings ious shown ast, Machine to handle fine fabrics, however, is still some time away and 
aay attatis <cedtl hae C4 coarse goods are already reaching machine saturation. 1961 will show 
he 7 P- an earnings decline. B4 
ng Dan River: Important in yarn dyed goods, also factoring and commis- 
sion sales. Outlook improved by recent price increase. Improved earn- Leesena: Has received good response to new Unifil loom winder. Back- 
ic- ings still some time away. log still high but earnings tapering off. Research activities may have 
effect on long term future earning power but will not stem the decline 
ng Firth Carpet: A major producer with an erratic record. Plans to merge in 1961. C4 
| with Mohasco. 1/2 Firth for 1 Mohasco. Stockholder group trying to 
y; block the deal. C4 Whitin Machine: One of the largest producers in the textile machinery. 
e- Printing machinery also important. Earnings are slowing from higher 
er Lowenstein: Increasing sales volume, but cyclical factors have affected 1960 levels. Backlog still strong. 
n- ee 
ist RATINGS: A—Best grade. 1—Improved earnings trend. 
Nl B—Good grade. 2—Sustained earnings trend. 

y C—Speculative. 3—£arnings up from the lows. 

ir, D—Unattractive. 4—Lower earnings trend. 
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United Merchants—Factoring and Finance opera- 
tions, plus the Robert Hall chain of apparel stores, 
have reached a point where they now contribute 
about one half of UMM’s earnings. The plastics 
division, and entry into the polyester resin industry 
will further help to diversify and stabilize earnings. 

Being an integrated company, the prospects both 
for growth and some defensive qualities are attrac- 
tive although overall results will still be dominated 
by cycles. With the dividend well maintained, long 
term commitments are worthwhile. 

Reeves Bros., an integrated textile manufac- 
turer, has been following a diversification program 
since 1953 and now is in microporous fabrics, poly- 
ethylene and polypropylene fibers and coated prod- 
ucts. Reeves earnings have been particularly subject 
to lower prices for cotton textiles, however, better 
market conditions should begin to appear soon, and 
products recently added should begin to carry 
through to net income. 


Rayon and Synthetics 

Cyclical problems are also evident in the rayon 
and acetate business where new synthetics have 
made substantial inroads. Originally rayon replaced 
cotton in auto tires and silk in fabrics. As an inno- 
vation this synthetic grew to become a major seg- 
ment of the textile industry until new synthetics 
became available after the war. Nylon for example 
has made significant penetration in the replacement 
tire field while various brand name fibers have be- 
come popular in the fabric field. Consequently, rayon 
producers have spent sparingly on new capacity or 
machinery while increasing outlays in new areas 
such as polypropylene. 

In the major companies, we believe that a long 
period of readjustment lies ahead. Each of the lead- 
ing rayon producers are seeking new markets for 
new products but the trend away from rayon will 
cause at best a standstill until new products begin to 
dominate the picture. 

For the investor, therefore, the rayon industry 
offers at best only cyclical opportunities for profits 
and future growth only after current problems are 
overcome. 

American Enka, large producer of rayon, and an 
increasing factor in the production of nylon, neces- 
sary to offset the problems of rayons, has recently 
begun to enjoy sharply improved earnings. These 
gains are primarily due to better markets for rayon 
textile yarns, an improving outlook for the auto 
industry with related increased rayon tire demand, 
and a better price structure for its products. Al- 
though earnings still have not returned to former 
levels of satisfactory return on investment, the out- 
look is improved as new products are being developed 
to utilize present capabilities and equipment. How- 
ever, it will involve a considerable period of time 
before the full readjustment to new types of materials 
has been completed. 

American Viscose, the largest producer of ravon 
in the United States, and also one of the leading 
acetate producers, is moving into other synthetics 
to offset the decline in rayon consumption. Introduc- 
tion of “‘Avicel”—a new microcrystalline cellulose 
that is a non-caloric bulk food substitute may assist 
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earnings in the future. Jointly owned affiliates with 
other companies and 13.2% ownership in Monsanto 
Chemical will further contribute to earnings. 

With no long-term debt, 1960 current ratio of 
4.8-1, net working capital in excess of $71 million, 
cash flow of about $3.30 per share, and further 
prospects of the company repurchasing its own 
shares in the open market, the long-term potential 
appears better than the industry average. 

Beaunit Mills, another important producer of 
rayon textile yarn, has been experiencing a decline 
in operations, although the company is now moving 
into the newer polyester and polypropylene fibers, 
but a long period of readjustment lies ahead. Im- 
provement in the textile cycle should benefit earn- 
ings this year as both rayon and conventional fiber 
prices have been showing greater relative strength 
than in recent months. Only 18% of sales comes 
from rayon tire yarns so Beaunit is not as heavily 
dependent on the auto cycle. The company is work- 
ing on the development of a polyester tire cord and 
expects to be able to determine within a few months 
its feasability. It is, however, expected to compete 
favorably with nylon, but at this early stage must 
be regarded as a speculation. 

Celanese, largest producer of acetate fibers, has 
been increasing in importance the non-textile sales. 
which now account for about 40% of total sales of 
the company. Earnings have shown better growth 
than most of the others in the industry, but the 
1960-61 economic slump affected earnings. As chem- 
icals assume a greater percentage of sales the stock 
will sell more in line with the chemical equities, and 
higher multiples than those accorded the textile in- 
dustry will be warranted. 

The Cotton Manufacturers.—Athough sales in the 
cotton industry have remained static in the past 
decade there is considerable credit due the industrv 
which has done its best to maintain cotton as an 
important fabric. Despite continued penetration by 
synthetic fibers, cotton producers have managed to 
hold on to a large part of their market. Government 
price supports for domestic producers has kept 
cotton prices high in the face of increasing foreign 
competition thereby causing an additional burden. 
As a result it is not likely that cotton manufacturers 
will be candidates for a wave of modernization. The 
added depreciation allowance offered will! do nothing 
to correct the basic problems caused by Government 
price supports. 

Cannon Mills, well known for its sheets, pillow- 
cases and towels under the Cannon label has demon- 
strated relatively stable earnings with a mild long 
term uptrend. a fact which sets it apart from its 
competitors. Prices have recently been increased on 
a number of lines, which will offset the increased 
costs brought about by an increase in the cotton 
support price and by the recent passage of the new 
minimum wage law. 

Cone Mills. also a we'l known name in the cotton 
textile field. has been following an active diversifica- 
tion program through new ventures in polyurethand 
foam, and chemicals and dyes. Doubtless, the com- 
pany will continue to seek new approaches to profits 
in an effort to end the (Please turn to page 209) 
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OUTLOOK FOR FINANCE INDUSTRY 
UNDER TIGHTENING CREDIT 
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— And the position of the Individual Companies in the three Categories 
By JONATHAN PIERCE 


NOTE: Like bank stocks, the segment of the finance industry known as the 
finance companies also has enjoyed substantial gains in market quotations 
this year. Mergers, acquisitions, stock splits and stoek dividends have 
been numerous in this field to date in 1961. With the outlook for 
substantial improvement ahead in 1962, and with price-earnings ratios 
still at or under 20 times, this group continues to hold attraction for 
investors, relatively good values depending on developments and the 
outlook for credit and interest rates. This study spotlights the 
companies in the best position —EDITOR 


pe, finance industry is not one industry. Rather, 
it is a composite of three closely knit industrial 
groups: the sales finance industry (mainly auto 
financing), the personal loan industry and the com- 
mercial finance industry. Each possesses its own 
growth potential, its own problems, and its own 
opportunities for investment. Thus, to judge the 
investment worth of any individual issue on the 
basis of a comparison to the composite industry 
group is an error. This point is easily illustrated. 


NOVEMBER 4, 1961 


In 1955 new extensions of installment credit rose 
$8 billion above the previous year and amounted to 
15.2% of total personal consumption expenditures ; 
in 1959 new expenditures were $7.6 billion above 
the previous year equalling 15.6% of consumer pur- 
chases. Composite industry figures appear alike. 
They are, however, significantly different. 

The majority of the 1955 expansion—when new 
passenger car registrations totaled 7.2 million—was 
in automobile paper. In 1959—a 6 million auto year 
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—about 56% of the total increase was in types of 
loans other than automobile paper. 

Obviously, the value of the shareholders’ equity 
in the sales (automobile) finance companies in 1955 
and 1959 was quite different. An examination of 
1961 composite industry figures reveals further 
structural changes. 

Scanning the multitude of publicly-owned finance 
companies, we find some companies that are in- 
volved solely in sales financing or solely in personal 
loans. Most major companies outside the commercial 
finance area, however, are involved in both forms 
of consumer credit—sales financing and personal 
loans. Thus, in analyzing the finance operations of 
a finance company we separate sales financing from 
personal loans to determine the effective contribu- 
tion of each to the company’s growth and earnings, 
but we shall discuss them jointly as we begin an 
examination of consumer credit. 


Consumer Credit 


What has happened to the earnings of the con- 
sumer credit finance companies this year when 
people stopped expanding their credit lines? 

Why, if consumer credit varies with the business 
cycle, do not the earnings of consumer credit com- 
panies exhibit cyclical patterns? 

The truest reflection, in any industry, of economic 
conditions at the consumer level is found in the con- 
sumer credit industries. In fact, the key determin- 
ants of their activities are the economic factors of 
employment levels, attitudes toward saving and 
consumption, interest rates, and levels of personal 
income. 

From February, 1961 (the base of the current 
recovery) to August, 1961, consumer credit did not 
expand, despite new record levels for disposable in- 
come. In fact, as late as July, installment consumer 
credit—the major portion of all consumer credit— 
continued to contract. 


@Why it did contract in the 1961 February- 
August period may be explained by three factors: 

1. The high unemployment rate and the lack of 
job security caused many individuals to repay 
their debts rather than expand them. 
Balance-of-payment problems forced the gov- 
ernment to maintain artificially high money 
rates. Really “cheap money” designed to stimu- 
late the economy never actually appeared. 

3. Defense spending and transfer payments in- 
jected money into the economy only in specific 
financial and geographic areas. Thus, while 
total disposable income rose, no substantial 
increase occurred in the disposable income of 
the average family unit. 

These reasons for the lag in generation of new 
debt are mainly particular to this business cycle; in 
recovery phases of previous cycles, other factors 
discouraged consumer credit expansion. In fact, in 
almost all business cycles for which consumer credit 
expansion and contraction have been measured, 
changes in installment consumer credit (four-fifths 
of all consumer credit) lagged behind changes in 
general economic conditions by a median of +4.5 
months. Moreover, net additions to consumer install- 
ment credit are so consistent in their moderate lag, 
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that they are used as a moderate-lag indicator of 
business conditions. 


The above observation appears to contradict the 
relatively defensive nature of the stocks of the con- 
sumer credit industries, for it implies that com- 
panies which react parallel to the business cycle are 
vulnerable to cyclical fluctuations in earnings and 
rate of growth. There is no contradiction, however, 
because of time differentials and diversification of 
income sources. 


Judging Values of Finance Companies 


Time differentials relate to the operational charac- 
teristics of the consumer credit industries and, in a 
lesser degree, to the savings and loan group. There 
always exists a time lag separating total volume of 
loans purchased in a given year and the maturities of 
these loans. Thus, the high volume of loans made in 
a good year will, in terms of repayments, to a certain 
degree sustain earnings. Similarly, companies hope 
that loan volume will, as a result of improved eco- 
nomic conditions, pick up by the time repayments 
have petered out. Thus, the business cycle can work 
for consumer credit companies, rather than against 
them. 


The appreciation of finance company shares in the 
market is not, however, based on anticipated in- 
creases in loan volume. Rather, it is based on 
anticipated increases in earnings generated from 
increased or anticipated loan volume, and from 
other sources of income extraneous to the company’s 
financing operations. It is from these secondary 
sources of income that companies seek to generate 
increased earnings, and thus add to their defensive 
nature and to the growth image of their operations. 

As these outside sources of income have been dis- 
cussed in detail in an earlier article (see Magazine 
of Wall Street, March 11, 1961), they are not re- 
viewed here. Two major additions to that article, 
however, do bear mention. 


— First, in the course of this year the emphasis 
on diversification has shifted from internal genera- 
tion of insurance, additional areas of credit servic- 
ing, and new office facilities, to expansion by acqui- 
sition and merger, whereby many smaller companies 
(often privately owned) are being absorbed. 

— Second, the increased earnings from diversifica- 
tion have tended to hide the erosion of profit mar- 
gins, and the deterioration of the growth rate in 
assets, cash position, and loan volume in the financ- 
ing operations of the consumer credit industries. 


— Again, what is true in the ageregate need not 
be true for individual companies. Thus, each com- 
pany must be evaluated on its own merit and relative 
to its own industry group in order to establish its 
investment worth. 


Sales Financing 


Extensions of automobile credit (roughly 75% 
of all sales financing by finance companies) fell 
13% between last year’s and this year’s first quar- 
ters, almost to the levels reached in the 1958 reces- 
sion. At the same time the business recession caused 
a rise in repossessions resulting from a badly de- 
pressed used car market. From March-June 1961, 
the situation improved noticeably. The final quarters 
of this year, however, will again show deterioration 
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A — 
of Statistical Data on Finance Companies 
he Indicated 
yn- ———1959 —1960— —Interim— 1961 
Earnings Div. Earnings Div. Earnings Per Div. 
m- Per Per Per Per Share Per Share Price Range Recent Div. 
ire Share Share Share Share 1960 1961 ° 1960-61 Price Yield 
= AUTOMOBILE FINANCING: 
~ i Associates Investment Co. ............. $5.05 $2.60 $4.46 $2.60 $2.235 $2.12° $2.60 7614-494 75 3.4% 
of | CLT. Fimancial Corp. 20.0... 4.57 2.50 4.67 2.60 1.545 1.68 2.80 97 -49% 90 3.1 
f General Acceptance Corp. ............ 1.45 1.00 1.46 1.001 615 66° 1.00! 2614-17 23 4.3 
General Contract Finance Corp... .65 .30 .32 .40 .255 145 .20!1 8'e- 512 6 3.3 
General Finance Corp. ................. 2.69 1.20 2.87 1.30 1.40° 1.25° 1.40 49 -3052 47 2.9 
Ac- Pacific Finance Corp. (Calif.) ........ 4.77 2.45 2 2 2 2 2 soles.” "shia 2 2 
ioe COMMERCIAL FINANCING: 
re Commercial Credit Co. ...........- 2.74 1.40 2.83 1.40 1365 1375 1.60 5412-2756 52 3.0 
of Heller (Walter E.) & Co. ..........0e 2.74 1.25 3.22 1.45 1.545 1.585 1.60 8512-372 84 1.9 
of Standard Financial Corp. .............. 81 44 81 48 546 .576 50 18%4- 87 15 3.3 
in Teme COMING, BIG. csc cncicceccscescecsees 1.60 .69 1.62 .82 .90° .89° .90 5738-223 56 1.6 
_ SMALL LOAN: 
pe American Investment Co. (lll.) ..... 1.25 1.00 1.37 1.00 .70° .63° 1.00 257-1712 24 4.1 
20- | Beneficial Finance Co. «0... 2.20 1.00 2.32 1.001 1.165 1.215 1.00 5934-2238 54 1.8 
its | Budget Finance Plan ...............00000+ .70 40 1.32 .40 .366 896 411 17%- 7 16 2.5 
rk | Family Finance Corp. ............:::0:0++ 2.36 1.60 2.96% 1.60 N.A. N.A. 1.804 59 -284 544 3.34 
st | Household Finance Corp. ............. 2.42 1.201 2.44 1.201 1.265 1.485 1.20 6012-27 54 2.2 
Seaboard Finance Co. ............000000 1.47 1.001 1.40 1.001 1.116 826 1.00 2938-2018 24 4.1 
“9 | *—Based on latest dividend rate. 29/11/61 N. Y. S. E. suspended trading 3—Year ended June 30, 1961. 
| N.A.—Not available. in Co.’s stock; Transamerica Corp., now 4_Stockholders vote Oct. 17, 1961 on 2 for 
on | 1_Plus stock. owns majority interest in Pac. Finance _ 1 stock split. 
ym | Co. First 6 months. 
ym | ’—First 9 months. 
y’s ae 
ry in the extension of automobile credit because of the equipment and extension of activities overseas. The 
ite disruption in automobile production. stock is currently selling about 19 times latest earn- 
ve In general, the individual issues in the sales ings. 
8. financing group reflect the disappointing industry The small-loan operations of General Acceptance 
1s~ results. The downward trend of Associates Invest- will exceed its auto financing in 1961, due to the 
_ ment Company reported earnings since 1957 con- company’s acquisition of Security Credit Corp., 
—_ trasts sharply with its previous uninterrupted gains and S. W. Coe & Co., this year. In contrast, Pacific 
le, in earnings after the end of World War II. Simi- Finance (ranked as the fourth largest independent 
larly, the growth rate of C.LT. Financial earnings has auto finance company in the U. S.) was recently 
sis slowed, averaging 9.5% per annum from 1951 to’ taken over by Transamerica Corp. through the ex- 
‘a- 1955 and only 3.4% between 1956 and 1960. change of stock. As the lion’s share of Transamerica 
ic- > Currently, both companies are seeking to re- !ncome is derived from its Occidental Life Insurance 
ui- sume an upturn in earnings through diversification subsidiary, we shall not discuss the operations of 
eS —note the current merger discussions between Pacific Finance here. 
Associated Investment Company and Security Ac- Commercial Credit Corp.’s diversification has taken 
a- ceptance Corp., and C.I.T.’s aggressive entry into the company into many diverse areas of manufac- 
ir'- machinery and equipment leasing and into the fi- turing. Financing activities account for the major 
in nancing of shell homes. portion of the company’s total earnings. 
1C- C.1L.T. Financial’s earnings for the first half of 1961 Like C.I.T. Financial Corporation, the earnings of 
showed a small gain at $1.68 per share over the Commercial Credit Company showed only a small 
ot $1.54 earned in the first six months of 1960. How- ain in the first half of 1961 compared with the first 
m- ever, the optimism of the management of the Com- six months of 1960. On a per share basis, earnings 
ve pany concerning next year’s prospects is reflected for the first half of 1961 were $1.37 per share versus 
its in the recent announcement of a proposed 2 for 1 41.36 in the comparable 1960 period. This Com- 
stock split to be effected next month with an in- Ppany’s stock was split in April of this year on a 
crease in the quarterly dividend rate to 3714¢ per 2 for 1 basis. At present the Company is making 
share ($1.50 annually) compared with 70¢ per an exchange offer to stockholders of City Loan and 
% share on the unsplit shares (equal to a comparable Savings Company of 372,256 shares of 412% Con- 
ell figure of $1.40 annually on the split shares). In vertible Preferred Stock and 372,256 shares of 
.r- addition to automobile financing which accounts for Common Stock on the basis of one common share 
25- about half of total receivables, this largest inde- and one preferred share of Commercial Credit for 
ed pendent sales finance company operates substantial each 3 shares of City Loan and Savings Company 
le- financing and factoring operations on a consistently common stock. Commercial Credit Corp. stock, like 
31, profitable basis. New activities which appear to C.I-T. Financial Corporation, is selling about 19 
rs have excellent future prospects include the finan- times earnings for the latest 12-month period. 
on cing of sales of “shell’’ houses, leasing of industrial General Finance, whose (Please turn to page 207) 
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Inside The Market 

At this writing, utilities are 
the star performers in the mar- 
ket, as they have been for some 
time. The average’s net gain on 
the year to date approximates 
30%, against less than 16% each 
for the industrial and rail aver- 
ages. In the industrial list, stock 
groups performing better than 
the market at this time are main- 
ly baking, dairy products, food 
brands, farm equipment,. coal, of- 
fice equipment, oils, department 
stores, food stores, mail order, 
textiles, tires and tobacco. In the 
finance field, bank and insurance 
stocks remain in good demand. 








ror PROFIT ano INCOME 


rather rare. But that was when 
these issues were regarded main- 
ly as income stocks and price 
movement of most of them was 
usually quite moderate. In recent 
years, it has increasingly been 
recognized that the utility indus- 
try is a growth industry, al- 
though individual stocks in it 
range from slow-growth to fast- 
growth issues. It is a growth in- 
dustry mainly because of the host 
of appliances that have become 
common in homes within the last 
generation especially; and_ be- 
cause of present competitive 
gains made by electricity for home 








heating. Average per-share earn- 
ings growth is not spectacular 
but it exceeds that of the average 
industrial stock and is far more 
assured — indeed almost guar- 
anteed — in continuity. More and 
more of the stocks have risen to 
levels at which splits become logi- 
cal. The most recent one is a pro- 
posed 3-for-1 division of Pacific 
Gas & Electric, now around 97. 
Other possibilities are Central 
Illinois Public Service, Columbus 
& Southern Ohio Edison, Con- 
sumers Power, Houston Lighting, 
Illinois Power, Indianapolis 
Power & Light, Kansas P. & L., 


























Lagging Groups 

Stock group performing worse INCREASES SHOWN IN RECENT EARNINGS REPORTS 
than the market at this time 1961 1960 
in some cases for transient tech- NII EIS. = 5-5, caccnnashshunseatacedertanscextuseiens Quar. Sept. 30 $ .23 $ .11 
nical reasons, in other for more NII MUIR. 5: 15:c5s-cscanspnnencareseinesaanentorecin 12 mos. Sept. 30 2.71 2.57 
basic reasons — include aircraft, RIE sor scant aarsssonapsuassnonenseescbancoven Quar. Sept. 30 .38 19 
air transport, aluminum, chemi- MacAndrews & Forbes Co. ........:cssssssssssesseessnee 9 mos. Sept. 30 2.04 1.58 
cals, copper, drugs, electrical Coraline Power GB Wight .....cccccccescoscsccccsccsssecs 12 mos. Sept. 30 2.38 2.28 
equipment and appliances, elec- I TIE GERI. cnsessciscccscsssnncscensrssscsnies 9 mos. Sept. 30 1.42 1.36 
tronics-TV, machine tools, and BE I ONS css ccascscasccusscsectoscionsinsesssieace Quar. July 31 48 43 
steel. American Enka Corp. .. 36 weeks Sept. 10 2.38 36 

OID COED.  ..ccccccecsccsccccncess ... Quar. Aug. 31 75 47 

Utility Splits Tennessee Gas Transmission .....:............:0000e00 12 mos. Aug. 31 1.43 1.22 

Utility stock splits used to be ————————————— = 
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and Texas Utilities. 


‘The Winner!” 


In the battle for the cigarette 
market, the “winner and _ still 
neavyweight champion” — as a 
»rizefight announcer would put it 
— is: Reynolds Tobacco. Growth 
1as not yet slowed. It averaged 
ibout 15% a year in profits over 
ive years through 1960. As indi- 
‘ated by the strong showing for 
he third quarter and the first 
1ine months of 1961, it might be 
1round 17% this year to some- 
hing like $3.05 to $3.10 for the 
oresent split shares against 
1960’s adjusted $2.60. Aided by a 
large and highly efficient new 
plant, annual-rate earnings by the 
final quarter should exceed $3.40 
1 share. On a _ guess-estimate, 
they might approach $3.60 in 
1962—-which would mean growth 
of about 400% in ten years. Divi- 
dends have kept pace. Once a 
staid income stock, the issue is 
now generally recognized as a 
growth stock. At 78, it is selling 
around 25 times earnings, against 
about 21 times for the general 
run of industrial stocks. The pre- 
mium, so measured, is less than 
25%. We would say that Rey- 
nolds is worth more than 25% 
more than the average industrial. 
It comes hard to recommend buy- 
ing after the issue has risen tre- 
mendously from the levels at 
which it was initially favored 
here. Suffice it to say it remains 
an excellent holding — and that 
a number of institutional funds 
keep buying it, especially on small 
price dips. 


Strong Stocks 


Stocks performing better than 
the market at this writing in- 
clude: Bayuk Cigars. Bobbie 
Brooks, Borden, Consolidation 
Coal, Continental Can, Diamond 
National, Dover Corp., Friden, 
General Finance, Great A. & P., 
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DECREASES SHOW IN RECENT EARNINGS REPORTS 

1961 1960 
No) sa crantncaneesoee 16 weeks Oct. 1 $ .60 $ .70 
I UN Me I a ciccccscnscsenseossccacconeosens 12 mos. Sept. 30 2.35 2.42 
United Shoe Machinery .... Quar. Aug. 31 1.03 1.18 
Aro Equipment Quar. Aug. 31 32 42 
MIE MINS, pssicnccicdesuscasccones Year Aug. 31 2.78 2.90 
Seminar Chemibetl Cer. .......ccsccosccccssccesesscnesess 9 mos. Aug. 31 1.16 1.24 
IRS «assis csvescisiicanensdonanctounacdblnaiolinie 36 weeks Sept. 9 2.69 3.49 
BN I IR INN sss vcivccinsectsnnsanceissbencenes 12 mos. Aug. 31 1.52 1.91 
Sy MD ceisnsiciceccssnntcchsnssonsnccinsens 9 mos. Aug. 31 1.47 1.72 
Mbate SOM BRO TR, .onicscccccecississcsscsesessssces 8 mos. Aug. 31 1.95 2.71 
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Hercules Powder, Hunt Foods, 
IBM, Sears Roebuck, Singer Mfg., 
and U. S. Tobacco. 


Valuation 

What is any stock worth? In 
the final analysis, what people 
think it is worth by “majority 
vote.” More specifically, it de- 
pends more on the earnings trend 
and hoped-for future earnings 
than any of the other various fac- 
tors. Where there has been a 
favorable trend, over-valuation 
generally persists for some time 
—perhaps a long time—after the 
profit uptrend has flattened out 
or been reversed. A stock can 
have a wide decline and still be 
over-valued if formerly good 
earnings are now poor and fall- 
ing. Among the popular “growth” 
stocks of 1954-1959, Outboard 
Marine had peak earning of $1.76 
a share in fiscal 1959 and reached 
a high of 393%, or about 22.3 
times earnings. Profit for the 
fiscal year ended September 30 
probably fell to something like 
$0.60-$0.70 a share. Currently at 
a new low of 1814, the valuation 
is 28 times earnings. With: re- 
newal of growth unlikely, what 
might 1962 or 1963 earnings be? 
Maybe $1.25-$1.50? What might 
they be worth, with the stock 
now classed as a specialty cyclical 
issue? Maybe 10 times or 12 
times? We concluded that at best 
the stock might be worth about 
what it is selling for now or 
somewhat less. This example il- 
lustrates the need for alertness 
and action after growth has 
halted or has been reversed. Many 
others could be cited. Quite a few 
of the issues now sagging to new 
lows are former “growth” stocks. 


A Conservative Buy 

American Express is the lead- 
ing service organization gaining 
from the growth trend in domes- 
tic and foreign travel. Services 














include the familiar travelers 
cheques, travel-agency bookings, 
foreign commercial banking oper- 
ations and a number of others. 
The company is cash-rich and 
derives important income from 
investments. Earnings, over dou- 
bled in the last six years, reached 
a record $2.03 a share in 1960, 
up from 1959’s $1.91. In line 
with the established trend, they 
should be around $2.20 this year. 
At a $1.20 rate, dividends have 
about doubled in five years 
through 1960. The record and 
travel potentials suggest further 
profit growth at a rate of 10%- 
11% annually for an extended 
time ahead. The stock is now 
around 54 over the counter, yield- 
ing little over 2%. But you will 
not get good current yield on any 
growth issue. The valuation is 
around 25 times earnings, against 
roughly 21 times for the indus- 
trial average. The stock rates as 
a conservative issue, offering the 
desirable combination of above- 
average stability and above-aver- 
age growth. 


Addenda 


What the financial community 
calls a ‘‘leading’’ company is 
usually a large company. It may 
or may not be vigorous and grow- 
ing. Commenting on the liquor 
industry here a fortnight ago, we 
noted that American Distilling, 
one of the smaller companies, had 
an impressive growth record in 
this non-growth (or maybe slow- 
growth) industry. Another is 
Beam Distilling, one of the oldest 
in the country, specializing main- 
ly in Kentucky bourbons, with 
the Beam name still to be found 
among the directors. Sales have 
risen steadily for many years, 
earnings in each of the last eight 
years for a gain of about 640% 
over the period. They were $2.15 
a share for the fiscal year ended 
last June 30, up from the prior 
year’s $1.97. The trend suggests 
$2.30 or so this year. Due to 
working capital needs, dividends 
are at a modest $0.07 quarterly. 
However, there have been fre- 
quent stock dividends, including 
2% in early October, following 
1% each last April and last Jan- 
uary. The stock is around 44 in a 
thin over-counter market. Des- 
pite the outstanding record, the 
valuation is less than 20 times 
earnings and thus moderately be- 
low the average for industrials. 

END 
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THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 
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* Latest figures are preliminary. 


W in the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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(t)—Seasonally adjusted except stock and commodity prices. 
(a)—Computed from F. W. data. 
(b)—Computed from Dun & Bradstreet data. 
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This we have done in our Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 

As can be seen from the chart, industrial activity in itself 
is not a true gauge of the business outlook — the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes directions up or down a corresponding change in our 
economy may be expected several months later. 

The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of expansion or contraction in the making. 
When particularly favorable indications cause a rise that 
exceeds plus 3 for 2 period of time, a sustained advance in 
general business is to be expected. On the other hand, penetra- 
tion of minus 3 on the down side usually indicates that an 
important contraction is in the making. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


The components of the Trend Forecaster appear 
to have lost some of their steam in September, al- 
though this may have been due in good part to the 
effects of temporary factors, such as the auto strike 
and Hurricane Carla. In the latest period for which 
data are available, three of the components declined 
from levels of the previous month, four advanced 
and one was unchanged. Advancing indicators in- 
cluded new orders, housing starts and new incorpo- 
rations. Liabilities of business failures (inverted) 
were improved after adjustment for special factors. 
Declines were noted for stock prices, nonresidential 
construction contract awards, and raw industrial 
commodity prices. Hours worked remained un- 
changed on the basis of our estimates. 

Further declines in some of the indicators affected 
their intermediate trend, and as a result the Rela- 
tive Strength Measure eased off to the plus 2.5 level, 
from its high of plus 3.6. At its current level it is 
still forecasting further recovery: at least into 
Spring, but at a more leisurely pace than previously 
indicated. 
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CONCLUSIONS IN BRIEF 


FRODUCTION — Output hit by auto strikes and hurricane 
ia September. Some improvement setting in now, with 
strength evident in autos, paperboard and electric power 
output. Further moderate gains in overall production to 
he expected in the months ahead but no strong boom. 


“RADE — Some signs of reviving consumer interest are 
now becoming visible in retail markets, with autos, 
appliances and soft goods all reflecting increased de- 
nand. Gains are partly seasonal, however, and more 
jata on spending trends will be required before it can 
»e determined whether the public is coming back into 
he market in a big way. 


MONEY & CREDIT — Corporate bond prices declined a 
2it in recent weeks, mainly as the result of a bigger 
iupply of new issues. The gold outflow from this country 
:ontinues to worry bondholders as it could eventually 
‘orce the Treasury to abandon its easy money policy. 


COMMODITIES — Prices still stagnant, with producers 
waiting for demand to catch up with increased output. 
Cost of living still rising, but broad wholesale price 
indices remain in the narrow range that has now existed 
for several years. 
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USINESS activity has slowed down a bit in 

recent weeks and this may have served a con- 
structive purpose in restoring a sense of proportion 
to some hitherto over-sanguine observers of the 
business scene. 

The dip which took place in September was con- 
centrated in production and hours worked, and was 
in good part the result of such extraneous factors as 
labor troubles in the auto industry and interruptions 
in plant schedules stemming from Hurricane Carla. 
If these restraining developments had not taken 
place, September results would clearly have been 
better. However, it is also evident that the pace of 
recovery has slowed and that no sharp improvement 
has taken place thus far in October. This does not 
mean that the upturn has reached a peak, although 
it does reinforce the probability that further ad- 
vance will be on a more moderate scale than in the 
earlier months of the recovery. 

Despite the recent hesitation in the economy, un- 
derlying prospects are far from discouraging, al- 
though it still remains to be seen whether certain 
key sectors, namely consumer spending and spend- 
ing for capital expansion, will contribute fully to the 
recovery. On the constructive side at present, we 
find that manufacturers’ new orders for durables 
rose again in September, according to preliminary 
estimates of the Commerce Department, reaching a 
new high since June, 1959. Although manufacturers’ 
shipments for the month were lower, this resulted in 
a sharp rise in order backlogs, thus portending 


(Please turn to the following page) 
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* 
Latest Previous Year 

THE MONTHLY TREND Unit dinette —_ hn fe PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION® (FRB) ........ 1947-'9-100 | Sept. 169 171 162 a higher rate of output and ship- 
Durable Goods Mfr. ........ccsseseeeceseeseeee 1947-'9-100 | Sept. 171 175 166 ments in coming months. The auto 
Nondurable Goods Mfr. ..............:000 1947-'9-100 | Sept. 170 169 159 industry, which contributed to the 
PIED cascacacsaiasvecsncnsesdiansepiasessnnescceseens 1947-'9-100 | Sept. 129 129 127 recent slow-down in output, will be 
S i meneet a plus factor, at least for the near 
RETAIL SALES $ Billions | Sept. 18.2 18.2 18.1 term. Output of the new models 
Durable Goods $ Billions Sept. 5.5 55 5.8 is now beginning to rise sharply 
Nondurable Goods ..............ccscssseeeeeees $ Billions Sept. 12.6 12.7 12.3 and will remain at a high level for 
Dep’t Store Sales enue Sept. 150 150 144 some months, as manufacturers 
_ an strive to rebuild dealers’ stocks to 
serenapceprapaand | an adequate level. Increased pro- 
New Orders—Total® ..........c00.c00: sesseeee $ Billions Aug. 32.1 31.3 30.0 duction of cars will stimulate sup- 
Durable Goods ..........:scs00 $ Billions Aug. 15.6 15.0 14.4 plier industries and should result 
Nondurable Goods ............scsessses000 $ Billions Aug. 16.6 16.3 15.6 in a pickup in the presently be- 
MI sis cca senscasanacesssastavcxicioneten $ Billions Aug. 31.6 31.2 30.1 calmed steel industry. Improve- 
SI IIIs ccnvsnsshvsninceneksnxoncvacsen $ Billions | Aug. 15.2 14.8 14.4 ment in these important areas will 
Nondurable Goods ..............cccsec00+ $ Billions | Avg. 16.4 16.4 a7 stimulate employment and add to 
BUSINESS INVENTORIES, END. MO.* . | $ Billions hue. 92.1 91.8 93.3 72 igang ie which is already 

Manufacturers’ $ Billions Aug. 54.0 53.5 55.0 sii 
Wholesalers’ $ Billions | Aug. 13.6 13.6 13.1 If gains in these various fields 
SS RR ee eR eT $ Billions | Aug. 24.5 24.7 25.2 are to be sustained, however, im- 
Dept. Store Stocks .....ccssssssssesseessesseeens | 1947-'9-100 | Aug. 169 166 169 proved consumer demand will be 
ene required. Some signs of such im- 
CONSTRUCTION TOTAL—* ..............:00000 | $ Billions Sept. 58.4 57.8 55.6 provement have already begun to 
NII cas <ccinncceSnscgocsassnaneibanehomnnsioosavennain | $ Billions Sept. 41.4 41.2 39.3 appear, including a recent gain in 
Residential ......... | $ Billions Sept. 23.4 23.3 22.1 appliance sales, a record level of 
All Other ...........6 | $ Billions Sept. 18.0 17.9 17.2 demand for soft goods and an 
Housing Starts*—a .. .... | Thousands Sept. 1360 1321 1089 increase in retail sales of autos. 
Contract Awards, Residential—b ....... $ Millions | Sept. 1620 1589 1277 Although these gains have not 
DD UND: aaissccssnsctcsnccssscsiesescasessse $ Millions Sept. 1620 1954 1842 lasted long enough to give us com- 
a= — plete assurance of a change in 
EMPLOYMENT consumer attitudes, they are cer- 
Total Civilian | Millions Sept. 67.0 68.5 67.8 tainly a step in the right direction. 
Non-farm® | Millions Sept. = =A 7 Another area that still has to 
Government* | Millions Sept. 8.9 a 85 | prove itself, is spending for new 
Trade* | Millions Sept. 11.6 11.7 117 plant and equipment. Businessmen 
Factory* Millions —_| Sept. 128 — '22 | have previously reported that they 
Hours Worked* Hours | Sept. 39.3 aye gi planned appreciable increases in 
Hourly Earnings Cotare =| Sept. = 2.34 2.30 | capital outlays in the second half 
Weekly Earnings -| Dollars =| Sept. 92.66 93.83 91.08 | OF this year, but corporate appro- 
PERSONAL INCOME® ......ccccsssssssssseseesee $ Billions | Sept. 420 419 406 ieacnyen Mg I a ere 
Wages & Salaries ........csseseeeseeeees $ Billions Sept. 283 283 273 rien expenditures rm not ap ooting 
Proprietors’ Incomes .........s..ssssssseseseeee $ Billions | Sept. 61 61 60 tes up to expectations The ele 
Interest & Dividends ...........eeseeereees $ Billions Sept. 42 42 41 nana change pe  Adeatede. 
Transfer Payments .........0cecsssseseneeenens $ Billions | Sept. 33 33 30 tration moves rig revitalize capital 
Cure Shewene | 7" __" | expansion bear fruit. The textile 
CONSUMER PRICES ..ccccccssnsesneeensennee 1947-'9-100 | Sept. 128.3 1280 1268 | industry has already been granted 
Food 1947-'9-100 | Sept. 121.1 121.2 120.2 accelerated depreciation on ma- 
Clothing 1947-’9-100 | Sept. W141 109.9 110.6 Peo es god nae ae” po 
nae ee | _ Oe ite planning sharp increases in capital 
MONEY & CREDIT | spending as a result. Treasury 
Active Money Supply*—v_ ........:000 $ Billions Sept. 142.2 141.3 138.5 Secretary Dillon has promised sim- 
Bank Debits*—g $ Billions | Sept. 100.2 102.4 96.2 ilar changes in depreciation rules 
Business Loans Outstanding—e, v ..|$ Billions | Sept. 31.9 31.5 31.7 for industry in general by Spring 
Instalment Credit Extended*—v ....|$ Billions | Aug. 4.1 4.0 4.1 and the Administration also seems 
instalment Credit Repaid*—v ........ $ Billions | Aug. 4.1 4.0 3.9 determined to press its legislative 
program for tax credits to spur 
FEDERAL GOVERNMENT equipment purchases. These _re- 
RN I isi tiscscarcsiccidcoescconems $ Billions Aug. 6.4 3.0 6.5 forms, if realized, could provide 
Budget Expenditures $ Billions Aug. 7.6 6:3 6.8 strong stimulus for industrial ex- 
Defense Expenditures $ Billions § | Aug. 41 3.4 41 | pansion and modernization, al- 

Surplus (Def) cum from 7/1 ........6 $ Billions Aug. (4.6) (3.3) (3.4) 











though their efficacy may also 
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QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY 
In Billions of Dollars—Seasonally Adjusted, at Annual Rates 
1961—— 1960- 
SERIES Quarter Quarter Quarter Quarter 
il l IV il 
' GROSS NATIONAL PRODUCT .................... 516.1 500.8 504.5 506.4 
Personal Consumption .........:ccccseeceseeeeee 336.1 320.7 332.3 329.9 
Private Domestic Invest. ...............cecseseee 68.8 59.8 65.6 74.6 
NII sccnsateskonivsenspncenssecerckersonsasoncen 3.9 5.3 5.1 2.3 
Government Purchases ........0...sesseseeeeeee 107.3 105.0 101.6 99.6 
_____ SESE ORS eR erence sneernnn Tee rere 56.6 54.7 53.0 52.9 
I CI sis sasincsesecssicccncscsesssseciers 50.6 50.3 48.6 46.8 
PED GIIAL TOGGIIT occccsscceccsosicescsssscsesessees 413.2 404.7 405.5 403.0 
Tax & Nontax Payments .... 51.5 50.4 50.6 50.3 
Disposable Income ............00- 361.8 354.3 354.9 352.7 
Consumption Expenditures 336.1 330.7 332.3 329.9 
Personal Saving—d ...........scsssssssseeeeees 25.7 23.7 22.7 22.8 
CORPORATE PRE-TAX PROFITS .................. 45.2 39.6 42.6 46.3 
INN INON WHNIII: siccstoserenstncccossccacsscssssevess | 22.4 19.6 21.1 23.0 
Corporate Net Profit ........0cecceseeeeeeeeees | 22.8 20.0 21.4 23.3 
BOE PERRIS oceccccccsrscssssssessseccsoneee 14.0 14.2 14.3 14.0 
PN IIIS crnickcsccpseccronsssinivernssses 8.6 5.8 7.2 9.3 
PLANT & EQUIPMENT OUTLAYS ............... 34.4 33.9 35.5 36.3 
THE WEEKLY TREND 
Week Latest Previous Year 
Ending Week Week Ago 
MWS Business Activity Index*.... | 1935-’9-100 Oct. 14 321.2 321.6 297.5 
MWS Index—Per capita’............ 1935-'9-100 Oct. 14 226.8 227.2 214.2 
Steel Production Index*...........:. 1957-'9-100 Oct. 14 111.2 112.8 84.8 
Auto and Truck Production ........ Thousands Oct. 21 169 119 170 
Paperboard Production ............+ Thousand Tons Oct. 14 350 350 327 
Paperboard New Orders .........+. Thousand Tons Oct. 14 333 382 309 
Electric Power Output’...........000+: 1947-'49-100 Oct. 14 297 292 276 
Freight Carloadings ...........:0:ss+++ Thousand Cars Oct. 14 642 640 653 
Engineerings Constr. Awards .....| $ Millions Oct. 19 613 389 400 
Department Store Sales .............. 1947-'9-100 Oct. 14 156 164 155 
Demand Deposits—c ..........s+00+ $ Billions Oct. 11 62.1 61.5 61.2 
Business Failures—s .............0-0 Number Oct. 12 341 330 326 

















PRESENT POSITION AND OUTLOOK 





depend on the attitude towards 
business prevailing in Washington. 

The foregoing review indicates 
that further near-term recovery is 
to be expected. However, further 
gains in 1962 will depend on im- 
provement in all the major sectors 
of the economy, whose vigor in 
some cases is still to be demon- 
strated. 


We have left discussion of the 
Government sector for last  be- 
cause of the curiously ambivalent 
effects that may result from in- 
creased Federal spending. Such 
increases would stimulate the do- 
mestic economy but they could also 
create new and more serious prob- 
lems. We are referring to their 
effect on the already large short- 
fall in our balance of payments. 
If Federal deficits rise as rapidly 
as now indicated, capital may be- 
gin to seek safer refuge abroad. 
Such a development would necessi- 
tate restrictive Government coun- 
ter-measures, certainly not a 
pleasant prospect to contemplate. 

% * * 


NEW ORDERS FOR MACHINE TOOLS 
spurted sharply in September, but 
most of the gain was in orders 
from abroad and was not the re- 
sult of a strong domestic upsurge. 





centers. (na)—Not available. 


*Seasonally adjusted. (a)—Private starts, at annual rates 


(r)—Revised. 


. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 
disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
(s}—Data from Dun & Bradstreet. (t)—Seasonally adjusted, annual rate. (u)—End of month 
data. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 
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No. of 1960-61 1961 (Nov. 14, 1936 Cl.—100) High Low Oct. 13 Oct. 20 
Issues (1925 Cl.—100) High Low Oct. 13 Oct. 20 | High Priced Stocks ...............css00- 342.8 262.7 337.6 338.4 
Composite Average 550.0 410.9 532.4 532.4 Low PrIGed DRTES ccccsesessccssssesorees 729.8 527.6 681.0 682.9 
4 Agricultural Implements ....... 497.2 346.4 389.3 400.8 DF I ID vnsksstesecisscssesscccces 1226.0 810.8 1050.8 1072.7 
3 Air Cond, (‘53 Cl.—100) ...... 176.9 105.8 155.9 154.6 4 Investment Trusts ........... re 136.5 163.7 163.7 
10 Aircraft & Missiles ................ 1393.5 861.9 1243.4 1179.1 3 Liquor (‘27 Cl.—100) ..... 1548.9 1098.2 1466.8 1431.5 
7 Airlines (‘27 Ci.—100) ......... 1163.6 736.7 919.5 870.7 F CID casssntcesnsesenccsssen 647.3 402.9 564.6 559.7 
4 Aluminum (‘53 Cl.—100) ..... $21.3 329.1 329.1 329.1 Fe IED citar nmrccnnnsdtenconnssoiin 494.2 364.2 478.0 478.0 
5 A ts 427.0 209.3 343.4 343.4 GE I iccsseccessrseccccncrse 313.9 223.9 285.3 277.6 
5 Automobile Accessories ........ 531.1 401.0 475.5 475.5 4 Mtl. Fabr. (‘53 Cl.—100) ...... 208.6 132.4 179.7 175.5 
5 Aut bil 157.0 90.8 126.2 125.3 9 Metals, Miscellaneous ........... 483.4 313.3 473.3 463.3 
3 Baking (‘26 Cl.—100) ........... 44.6 34.9 37.8 39.8 4 Paper 1237.1 867.3 1149.1 1158.9 
4 Business Machines ..............++ 2008.2 1159.1 1903.8 1956.0 Pe I is riiipnicscciesessxsracieenes 828.6 609.0 728.6 728.6 
6 Chemicals ................. ve | 657.3 849.9 842.4 16 Public Utilities 504.4 341.6 496.4 504.4H 
DB Ge BTID ccsnsccsscncescsvcsscosee 39.6 27.2 39.0 39.6H 6 Railroad Equipment 111.7 75.8 103.7 103.7 
4c ications 257.6 199.9 240.1 240.1 Or PI airsiciceststecccncscenicssesies 70.1 49.9 60.2 60.7 
9D CIID cacncsctnsceesececcescsnces 235.2 143.3 230.1 228.4 3 Soft Drinks 1096.6 690.3 1059.1 1059.1 
5 Contai 1135.0 824.6 1091.7 1135.0H | 11 Steel & Iron 464.9 325.4 373.3 366.6 
5 Copper Mining ............eeeee 399.3 275.4 344.3 333.2 4 Sugar 100.9 63.0 82.9 82.2 
2 Dairy Products ........ 244.7 146.8 242.6 244.7H 2 Sulphur 874.7 563.1 775.9 754.8 
5 Department Stores 223.5 135.2 220.5 223.5 11 TV & Electron. (‘'27—100) .... 130.4 86.8 115.0 115.0 
5 Drugs-Eth. (‘53 Cl.—100) ..... 474.7 360.4 438.1 426.4 5 Textiles 264.2 183.3 250.6 252.6 
5 Elect. Eqp. (‘53 Cl.—100) ..... 409.4 310.7 405.9 395.6 TR PI ikicinccscccssenemnensss 255.9 170.6 233.5 238.9 
3 Finance Compani 1163.9 648.8 1131.8 1163.9H 5 Tob 342.0 182.5 339.7 342.0H 
5 Food Brands .........cecccccsccsssees 853.1 419.3 791.8 830.8 3 Variety Stores ..........0-s+sss0 402.4 349.3 398.9 402.4H 
DS FRE BROIED  csssssccecsisccerssacssrss 331.0 232.1 326.0 326.0 16 Unclassifd (49 Cl. — 100)... 337.7 224.0 295.5 300.2 
H—New High for 1960-1961. 
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SPOT MARKETS—Sensitive commodities were rather mixed in 
the two weeks ending October 20, with foods advancing while 
raw industrial materials were somewhat lower on balance. 
The BLS daily index of 22 commodities rose 0.5%, although 
the industrial materials’ sector was off 0.2%. Among the 
latter, there were more plusses than minusses, but the losses 
were more severe. Steel scrap showed marked weakness and 
hides were off while copper scrap, burlap and wool tops 
advanced. 

Meanwhile, the broad range of commodities, as reflected in 
the comprehensive BLS weekly wholesale price index, showed 
a steadier tone. Farm products were somewhat lower but the 
index of all commodities other than farm and food products 
advanced 0.2%. 





BLS INDEX 22 BASIC COMMODITIES 
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| WHOLESALE COMMODITY PRICES 


FUTURES MARKETS—Commodity futures scored a strong advance 
on a broad front in the fortnight ending October 20. All 
major markets in cotton, wheat, corn, oats, rye, soybeans, flax 
and barley made gains, the greatest being in soybeans, corn, 
and rye. Cocoa rebounded sharply from lows reached early in 
the period. Only Chicago soybean oil, lard and the distant 
months in copper were lower. 

Wheat futures were higher in the period under review, the 
May contract gaining 1%¢ to close at 21154. Through Sep- 
tember, producers had placed 203,194,797 bushels of 1961 crop 
wheat under price supports; 121,020,142 bushels less than last 
year at the same time. Brisk demand caused by the reduced 
available supplies of free wheat and continued high export 
shipments have maintained prices at a point above loan levels. 





BLS PRICE INDEXES Latest 2 Weeks 1 Yr. Dec. 6 





1947-1949—100 Date Date Ago Ago 194) 

All Commodities ................. Oct. 17 118.5 118.5 119.6 60.2 
Farm Products  ........sses00 Oct. 17 86.9 87.8 89.5 51.0 
Non-Farm Products _...... Oct. 17 127.2 127.0 128.0 67.0 


22 Sensitive Commodities ..| Oct. 20 84.1 83.7 83.6 53.0 





AE cisterns Oct. 20 744 73.3 75.7 46.5 
13 Rew Ind‘l. Materials..| Oct. 20 AS P05 89.4 58.3 
IID ~siisnicsaiecsaiaiainnins Oct. 20 95.6 97.0 89.2 54.6 
Se FORIIB. scsisresstasisirssscnce Oct. 20 84.7 83.9 80.2 56.3 





MWS SPOT PRICE INDEX 
14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 





1961 1960 1959 1953 1951 1941 


High of Year ...... 158.4 1600 161.4 162.3 215.4 85.7 
Low of Year ...... 150.5 151.1 152.1 147.9 176.4 74.3 
Close of Year .... 131.2 1538.3 152.1 180.8 83.5 





DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 





1961 1960 1959 1953 1951 1941 


High of Year .... 148.9 148.7 152.7 166.8 215.4 84.6 
Low of Year ..... 141.2 141.2 144.2 153.8 174.8 55.5 
Close of Year .... 141.2 147.8 166.5 189.4 84.1 
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What Third Quarter 
Earnings Reports Reveal 








(Continued from page 178) 


sontainers. The company’s know- 
10ow and marketing alertness have 
vegun to pay off, however. Sales 
‘limbed modestly, but profits 
umped to $1.24 a share in the 
atest reporting period compared 
o only 84¢ a year earlier. The 
sudden jump in profit margins 
suggests that Continental’s tran- 
sitional period is over and that a 
1ew level of profitability is in the 
naking. 


Drugs Falter 


About the only major group 
close to the consumer that failed 
to make progress was the drug 
industry. Most of its members 
have not yet reported as of this 
writing, but Parke-Davis once 
more indicated that it has still 
not solved the problems created 
by its heavy reliance on chloro- 
mycetin. Profits again fell, this 
time to 31¢ a share from the 50¢ 
reported a year ago. 


Smith, Kline & French fared a 
little better, managing to top last 
year’s 43¢ a share by 5¢. How- 
ever, profits slipped behind the 
second quarter and the profit 
margin showed a further drop. 

Schering, on the other hand, 
made substantial progress, show- 
ing net profit of 86¢ a share com- 
pared to 77¢ a year ago and only 
45¢ in the second quarter. New 
products are beginning to pay off 
for this smaller company, after 
several years of unimpressive re- 
sults. 


Fading Hope for 1961 Profits 
Improvement 

Early earnings reports are not 
always conclusive and should be 
read with some reserve. From the 
results so far available, however, 
corporate profitability indicates a 
much milder business upturn 
than had been expected earlier in 
the year. Fourth quarter results 
may still bring earnings for the 
year ahead of 1960, but so far 
there is little evidence to support 
this hope very strongly. END 

Note. Part Two of this study of third 


quarter earnings will appear in our 
next issue dated November 18, 1961. 
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Cities Service 
GC OMPAN Y 
Dividend Notice 


The Board of Directors of Cities Service Company declared 
a quarterly dividend of sixty cents ($.60) per share on its 
Common Stock, payable December 11, 1961, to stockholders 
of record at the close of business November 17, 1961. 


October 20, 1961. 


FRANKLIN K. FOSTER, Secretary 








Justice Department Throttling 
Our Economic Growth? 





(Continued from page 174) 


contention that the close of busi- 
ness was 3 o’clock on September 
8, rather than 4 o’clock, as the 
government attorneys asserted. 
3ut although the Anti-trust Divi- 
sion has implied the bankers 
were guilty of trickery, the real 
issue is the conflict between gov- 
ernment departments. , 

Other interferences within the 
province of established regulato- 
ry agencies could be cited. These 
may be performed in good faith, 
but it is also possible that they 
reflect Bobby Kennedy’s drive to 
win plaudits for himself. Certain- 
ly they often betray an ignorance 
of the facts of modern economic 
life. 


Bigness Is Not A Crime 


It is evident that the Justice 
Department’s target is, in many 
instances, nothing more than cor- 
porate bigness in itself. 

It might as well be immediate- 
ly admitted that some aspects of 
modern, large-scale corporate or- 
ganization are disagreeable. 
Large aggregations of capital are 
powerful, and it is possible that 
they could conspire to injure the 
public interest. The impersonali- 
ty of modern corporations — de- 
spite the best efforts of their pub- 
lic relations staffs — is disheart- 
ening. It was pleasant to work in 
a small factory where the boss 
knew every workman by name, 
or to shop at a ma-and-pa groce- 
ry store where there was time for 
a little visiting while the pack- 
ages were being piled up on the 
counter. 

But these pleasant accompani- 
ments of an earlier business gen- 





Southern California 
Edison Company 






DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 









CUMULATIVE PREFERRED STOCK: 
4.08% SERIES 
Dividend No. 47 
25/2 cents per share; 
4.24% SERIES 
Dividend No. 24 
26/2 cents per share; 
4.78% SERIES 
Dividend No. 16 
297/, cents per share; 
4.88% SERIES 
Dividend No. 56 
30'/2 cents per share, 













The above dividends are pay- ## 
able November 30, 1961, to | 
Be 
: 





stockholders of record No- 
vember 5. Checks will be 
mailed from the Company's 
office in Los Angeles, No- 
vember 29, 


P, C, HALE, Treasurer 


s October 19,1961 








eration were secured only at a 
price a price few of us would 
want to pay today, and one which 
would, in fact, represent a dan- 
gerous luxury in the light of the 
current struggle for world econo- 
mic leadership. 

The essential nature of bigness 
may be emphasized by the fact 
that it is not a characteristic of 
modern business life alone. Edu- 
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cation is also “big” now, and 
even charities are being scientifi- 
cally organized on a_ national 
scale. And not least to be men- 
tioned, government has mush- 
roomed most rapidly of all. The 
old days when the income tax 
rate was 4% and the only federal 
employee most of us knew was 
the postman are pleasant to re- 
call — but these conditions no 
longer fit the complexities of 
modern life. An evolution in 
forms of corporate organization 
has been equally necessary. 


Large Scale Operation Means 
Efficiency 


Let’s be a litt'e more specific. 
Low unit costs for manufactured 
goods require large markets — 
and mass production. We have 
long possessed the broad market 
which Europe is only now begin- 
ning to achieve, by the suppres- 
sion of internal tariff barriers. 
But vast as our market is, too 
minute a fragmentation of pro- 
duction would still be uneconomi- 
cal. This fact, rather than any 
sinister drive toward monopoly, 
explains why so many industries 
today are dominated by four up 
to a dozen major companies. In 
most cases competition has prob- 
ably been enhanced by these 
powerful organizations strug- 
gling for markets all the way 
across the map, instead of a sit- 
uation in which a large number 
of smaller companies each com- 
fortably dominated its own re- 
gional market. 


> But even though modern 
conditions do favor large, inte- 
grated corporations, the extent to 
which individual companies dom- 


Earn this high rate 
of dividend and get 
one of these valu- 
able free gifts 
. .. from this mod- 
ern 53 year old 
Association. Save 
by Mail... and we 
will handle all 
details for you. 
MONEY IM BY So 
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inate the market is frequently 
exaggerated. 


> In 1901, U. S. Steel ac- 

counted for two thirds of our 

total ingot capacity; today, 

vastly bigger than it was 

then, it represents only 28% 

of the industry. 

> Giant du Pont, the tar- 

get of a protracted antitrust 

suit, does only 8% of the 

nation’s chemical business. 

> As investors know, a number 
of new chemical concerns have 
managed to enter the big time in 
recent years despite the vast lead 
of the Big Four. Another Big 
Four, in the tire and rubber in- 
dustry, can hardly be indifferent 
to the spirited competition of 
such independents as Armstrong 
and Seiberling. And in the food 
distribution industry dominated 
by A & P and a couple of other 
giants a number of new entrants 
like Penn Fruit and ACF-Wrigley 
have somehow managed to do 
very well for themselves. 


Market Domination Not Necessarily 
Sinister 


{t is also far-fetched to suggest 
that the dominance of a single 
company is necessarily the result 
of conspiratorial action, as the 
government implies in its suit 
against the Electromotive Divi- 
sion of General Motors. It is quite 
true that GM holds a near-mono- 
poly cf the diesel locomotive busi- 
ness in this country. This situa- 
tion resulted because the three 
standard locomotive manufactu- 
rers stubbornly stuck to the steam 
engine after its obsolescence was 
clearly written on the wall. Al- 
though two of them tardily 
shifted to the diesel, they were 
too late to be more than feeble 
also-rans, and GM obtained 85% 
of the market almost by default. 
As a matter of fact GM’s posi- 
tion is so strong as to render 
ludicrous the government’s charge 
that it has pushed the sale of 
locomotives by assigning its 
freight traffic on a reciprocal 
basis. Since practically all roads 
have bought and used GM diesels, 
no such basis could be found for 
favoring one road over another. 

> In an entirely different field 
Pitney-Bowes found itself, com- 
pletely by happenstance, the sole 
manufacturer of postage meter- 
ing devices. The company has 
agreed to help set up its own com- 
petition — but one can hardly 
feel that it is under any moral 


compulsion to do so. 
Human Nature in Business 


Besides internal growth and 
the acquisition of companies in 
similar businesses, a strong ten- 
dency also exists for corporations 
to expand by vertical integration 
that is, by reaching upward along 
the lines of supply to control parts 
and raw materials, or downwarc 
toward the ultimate consumer. In 
this process some companies are 
bound to be hurt, and then they 
are all too prone to call “Foul!’, 
alleging conspirational actions. 

Modern conditions do, unfor- 
tunately, make it difficult to start 
a new business, but the high rate 
of taxation and low rate of de- 
preciation probably represent 
more severe obstacles than the 
competition of large companies. 


Capital for Business Enterprise 


Another aspect from the point 
of view of the general welfare is 
the great ease of larger than 
smaller companies in raising new 
capital. The average investment 
per job is now slightly in excess 
of $20,000 (and reaches as high 
as $60,000 in the petroleum indus- 
try). At a time when full employ- 
ment and more rapid economic 
growth are both important na- 
tional objectives, it would be ridi- 
culous to penalize the most effi- 
cient channels of capital forma- 
tion merely because they are big. 

The foregoing arguments do 
not by any means suggest that 
the ferreting out of price-fixing 
and conspiracy to suppress trade 
are not proper governmental func- 
tions, or that the Antitrust Divi- 
sion should close up shop. On the 
contrary, true monopoly should be 
prosecuted as vigorously as possi- 
ble. But we cannot afford at this 
vital juncture to handicap busi- 
ness on far-fetched charges of a 
“tendency” toward monopoly. 

World conditions today call for 
the tools of big business in meet- 
ing the challenge of the economic 
warfare instituted by the Soviet 
Union, whose broad decision-mak- 
ing powers must be met by a 
power that can combat such a set- 
up. We cannot afford to diffuse 
our power by multiplying the 
number of decision-makers, as 
would be the case if we broke the 
large companies up into small 
units. This is no time for political 
juggling, nor for any trust-bust- 
ing campaign arising out of a 
desire to set a new record for 
trust-busting. END 
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The Finance Companies 
in Depth 





(Continued from page 197) 
activities include auto finance, 
personal loans, and insurance, 
trom 1953 to 1960 through yearly 
increases, doubled its earnings, its 
cividend and its book value per 
share. The 74 personal loan offi- 
ces which it opened during the 
past two years should measurably 
add to the company’s earnings in 
962 and 1963, just as its write- 

offs held back net during the past 
‘wo years. The growth of General 
‘nance has resulted primarily 
rom internal generation of 
unds, with cash needs met 
hrough debt or non-convertible 
»yreferred issues designed to avoid 
lilution of stockholders’ equity. 
[he quality of the company is 
‘eflected by a generally unknown 
‘act: of the $21 million 5% Sen- 
or Notes privately placed this 
year, the Ford Foundation took 
lown $9.5 million; Aetna Life 
nsurance, $2.0 million; major 
funds, trusts and banks took 
lown the remainder. 


Personal Loan Financing 


Diversification by nearly all the 
major sales financing companies 
from the volatile auto financing 
area to the faster-growing, more 
stable, and more profitable area 
of personal loans, reflects the 
optimism of the consumer credit 
industries’ management about the 
potential of the personal loan in- 
dustry. Credit experts project a 
60% increase in consumer install- 
ment debt by 1970 because of 
several factors: the increased 
public acceptance of the use of 
consumer credit, the growing 
regularity of consumer income, 
the tendency toward early mar- 
riage which limits young couples’ 
cash reserves, and the increasing 
margin of income over subsist- 
ence spending. Even granting 
this 60% per decade increase — 
an average growth rate of only 
48% — the rate of earnings 
growth in the personal loan in- 
dustry will suffer because of in- 
creased competition among com- 
panies, higher service costs, a 
less flexible interest rate struc- 
ture, and increased competition 
from banks and captive finance 
companies. 


The investor must therefore 
only hold stocks in companies 
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whose rate of growth is expected 
to exceed the industry average, 
whose dividends afford a measure 
of downside risk protection, and 
whose current market price does 
not discount years of future 
growth. 

Substantial increases in earn- 
ings are anticipated by the man- 
agements of Beneficial Finance, 
Family Finance and Household 
Finance during the 1961-1963 
period. 

Household Finance Corp. re- 
ported a good gain in earnings, 
approximately 12% for the first 
half of 1961 compared with the 
first six months of last year. This 
was achieved through stringent 
cost controls and a gain in the 
volume of loans. The Corporation 
is working out arrangements 
with various retail outlets to 
finance consumer installment buy- 
ing of items from automobiles to 
television sets. At a recent price 
of 54 the stock is selling around 
20 times latest earnings. 

Beneficial Finance Company— 
Company is making excellent pro- 
gress as reflected in manage- 
ment’s recent estimate of 1961 
calendar year earnings of $2.80 
to $2.90 per share compared with 
$2.32 per share for 1960. In 
recognition of this gain, the Com- 
pany recently announced an in- 
tention to pay a 10% stock divi- 
dend on November 6 contingent 
upon approval of the merger with 
Western Auto Supply Company. 
The combination with the latter, 
57% of whose retail sales are on 
credit, would give Beneficial Fi- 
nance a direct source of substan- 
tial sales financing business. At a 
recent price of 54 the Company’s 
stock is selling at approximately 
19 times estimated 1961 earnings. 

American Investment during 
the twelve months period ended 
June 30, 1961, opened or acquired 
a total of 147 consumer finance 
offices. A substantial part of these 
additions resulted from the com- 
pany’s recent purchases of the 
M. A. C. Credit Corp. and the 
Royal Loan Group. As a result of 
these purchases and a new method 
of credit evaluation developed by 
the company, management hopes 
that earnings will break away 
from their five-year plateau. 

Two smaller companies prima- 
rily in the small loan industry 
present an interesting contrast. 
Budget Finance recently expand- 
ed its activities into sales finan- 
cing, commercial financing and 


UNION 


CARBIDE 





A quarterly dividend of ninety cents 
(90¢) per share on the outstanding 
capital stock of this Corporation has 
been declared, payable December 1, 
1961, to stockholders of record at the 
close of business November 6, 1961. The 


last quarterly dividend was ninety 
cents (90¢) per share paid September 
1, 1961. 

Payment of the quarterly dividend 


on December 1 will make a total of 
$3.60 per share paid in 1961. In 1960, 
$3.60 per share was also paid. 
Joun F. SHANKLIN 
Secretary and Treasurer 


UNION CARBIDE CORPORATION 




















Uniteo States Lines 


Company 
Wao. 
\ ee 


The Board of Directors has authorized 
the payment of a dividend of fifty cents 
($.50) per share payable December 8, 
1961, to holders of Common Stock of 
record November 17, 1961. 

THOMAS R. CAMPBELL, Secretary 
One Broadway, New York 4, N. Y. 
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life insurance. Aided by lower 
preferred dividends and lower 
operating expenses, this highly 
leveraged company substantially 
increased earnings in the first 
half of this year. Seaboard Fi- 
nance recently cut back on its 
credit card venture after sustain- 
ing a loss on it this year. 


Commercial Financing 


The loans of commercial fi- 
nancing companies are generally 
higher in principal amount, 
shorter in duration, and issued at 
lower rates than those of the 
consumer finance companies. As 
such, the defensive nature of 
commercial finance operations 
stems not from repayment lags, 
but rather from the ability of the 
commercial finance company to 
fill in gaps in the turnover of 
its short-term notes with longer 
term paper — equipment leasing 
and the like. Thus, sustained 
earnings growth is the mark of 
superiority in the commercial fi- 
nance field. 

Heller (Walter E.) displays a 
good growth record in share 
earnings and dividends. Similar 
to its major competitor, Talcott 
(James), Heller has recently es- 
tablished Canadian connections 
for industrial financing jin that 
country. END 





Bank Stocks Look Good 
For 1962 





(Continued from page 190) 


e The problem of continually 
increasing operating expenses— 
chiefly in the form of higher sal- 
aries and employee benefits to 
meet the competition of industry 
for competent personnel. 

The banks have attempted, 
with some degree of success, to 
find solutions for these problems. 
(1)—They have offered Certifi- 
cates of Deposits bearing interest 
comparable with Treasury bills 
to corporate depositors. (2)—On 
savings accounts, many commer- 
cial banks have increased their 
interest payments through the 
adoption of more liberal methods 
of calculation of interest, chiefly 
by paying interest to the date of 
withdrawal and by allowing grace 
days at the beginning and end of 
each month. This has been costly 
to such banks as those on the 
West Coast where savings ac- 
counts are relatively large, but it 
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has helped them to retain and 
expand their savings deposits. 

(3)—To meet increasing oper- 
ating expenses, the banks have 
made important strides toward 
automation. However, the most 
important gains in this area are 
believed to lie ahead when the 
use of common checking forms 
with magnetic ink identifying 
characters will permit electronic 
sorting of checks on a large scale. 
This is expected to be achieved 
in the next few years. Already a 
major percentage of the country’s 
commercial banks have prepared 
their checks with the magnetic 
ink arabic characters. 


New York, Philadelphia and 
Midwestern Banks 


&> Among the New York City 
banks, Chemical Bank New York 
Trust stands out this year with 
a 6% gain in net operating earn- 
ings for the first nine months. 
This is due in part to the fact 
that last year’s results for Chemi- 
cal were below average. However, 
this bank is one of the most dy- 
namic and best managed of the 
financial institutions in New York 
and may be expected to continue 
to move ahead in the future. 

First National City, Chase Man- 
hattan, Bankers and Manufactur- 
ers Hanover are other leading 
New York banks which have large 
branch systems so that they are 
equipped to provide retail as well 
as wholesale banking services. All 
except the last named have ap- 
plications pending to acquire 
banking systems in the suburbs. 
And, of course, Morgan Guaranty 
Trust would get into the retail 
banking field via the holding com- 
pany if the proposed state-wide 
Morgan New York State Corpo- 
ration wins the approval of the 
Federal Reserve Board in addition 
to the existing approval of the 
Superintendent of Banks of New 
York. 

> In the Mid-West the Chicago 
banks, chiefly First National of 
Chicago and Continental Illinois 
National Bank, are dominant in- 
stitutions whose stocks have per- 
formed very well in the market 
this year. These two banks are 
expected to continue to do well, 
with a good chance for a stock 
dividend in the case of Conti- 
nental within the near future. 
National Bank of Detroit, Na- 
tional City Bank of Cleveland and 
Cleveland Trust Company are 
other well-managed Mid-western 
banking institutions which have 


performed well and give promise 
of continuing to do well in the 
future. 

On a price-earnings basis some 
of the best values in bank stocks 
appear to exist among such Phila- 
delphia banks as the Pennsylvania 
Company for Banking and Trusts, 
Girard Trust Corn Exchange 
(whether the merger with Phila 
delphia National is approved 0) 
not) and _ Fidelity -Philadelphiz 
Trust Company. The Philadelphiz 
area, especially since the construc 
tion of the Fairless Steel Work: 
and the reconstruction of the 
city’s buildings, has materially 
improved its economic prospects 
for the future. 


Southwest and West Coast 
Institutions 


Banks on the Pacific Coast 
and in the Southwest have been 
sought after by investors in re- 
cent years because of their su- 
perior growth potentials. The 
California banks, especially, have 
become favorites because, in addi- 
tion to excellent growth possibili- 
ties, California permits state-wide 
branch banking. Bank of Amer- 
ica, Security First National Bank 
of Los Angeles, Wells Fargo 
America Trust Company and 
Crocker-Anglo National Bank all 
have moved up sharply this year 
as investors’ interest has fo- 
cussed on the West Coast banks. 
However, the increased interest 
paid on savings accounts has 
slowed the earnings gains of these 
banks this year. 

In the Southwest, Republic 
National Bank of Dallas and Val- 
ley National Bank of Phoenix 
have been bank growth stock fa- 
vorites. The state banking laws 
of Texas, which do not permit 
branch banking, tend to handicap 
the expansion of banks in that 
state as they do in Illinois and 
other States which have such re- 
strictions. But the growth of the 
business in Texas appears to off- 
set in considerable measure the 
restrictive effect of the law. 


Major Bank Holding Systems 


Among the bank holding com- 
panies, the Western Bancorpora- 
tion (formerly Firstamerica Cor- 
poration) stands out as a growth 
situation. With its major constit- 
uent bank in California (United 
California) plus other banks in 
Oregon, Washington, Arizona, 
Utah, Nevada, Colorado and four 
other Western states, this system 
also has over $5 billion of con- 
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solidated assets and a fine man- 
agement team. Among the other 
major bank holding company 
groups which have wide and 
growing areas to draw upon and 
efficient operating organizations 
are Marine Midland Corporation 
of New York, Northwest Bancor- 
poration, First Bank Stock Corpo- 
ration (both of the latter head- 
quartered in Minneapolis) and 
‘irst Wisconsin Bankshares. 

In summary the outlook for the 
anks for 1962 and 1963 appears 
0 be favorable since interest 
‘ates are firming and the volume 
‘f bank earnings assets is increas- 
ng. However, most leading issues 
iave had sizable gains and are 
.t or near the highs for the year, 
o that purchases must be care- 
ully timed. END 





Textile Companies Get “Break” 
From The Government 





(Continued from page 194) 


resent earnings weakness. In 
iddition, the company has been 
leveloping some new fabrics for 
he casual and sportswear field. 

Dan River Mills, a major pro- 
lucer of yarn dyed cotton goods, 
ilso does factoring and commis- 
sion business. The latter activ- 
ities are increasing; and should 
begin to carry through to net 
more importantly. Although 
higher cotton prices may tempo- 
rarily pinch earnings, govern- 
ment relief is expected in this 
area before long, improving 
prices, as evidenced by recent 
price increases of 8-square print 
cloth, the industry bellwether, to 
1734¢ from 1714¢ indicates that 
further increases should be com- 
ing as the economy picks up and 
heavier demands are made on 
present inventory positions. It 
will take some time before in- 
creases are transmitted into 
higher earnings. 

Pepperell Manufacturing, also 
well known manufacturer of 
sheets and pillowcases, can be 
considered one of the more suc- 
cessful companies in the field, not 
due to an increase in sales, but 
rather to better cost controls. The 
company has paid some dividends 
ever since 1852. While earnings 
are not expected to show much 
growth, the earnings level should 
remain at about the same attrac- 
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tive rate. On this basis, income is 
the primary basis for interest. 

The Carpet Makers.—The car- 
pet makers have their own unique 
problems. In past years, it re- 
quired vast amounts of capital to 
enter this field. Now, however, 
technological changes have and 
will continue to have a disturbing 
influence. Due to modern tech- 
niques, capital requirements have 
dropped substantially, and in- 
ventory requirements are consid- 
erably reduced. Bigelow, for ex- 
ample, has a new process, known 
as ‘Tuft-Dyed’ which means that 
huge inventories of carpets previ- 
ously dyed prior to manufacture 
are no longer necessary, as much 
of this can be done upon receipt 
of an order after the unit has 
been manufactured. 

Although capital requirements 
have dropped in this segment of 
the industry, tremendous sums 
are still involved, enough to dis- 
courage others from entering the 
already highly competitive field. 
In addition, a low return on the 
investment, and increasing com- 
petition from other materials add 
to the industry’s woes. To solve 
the problem, diversification and 
mergers are in progress. 

Bigelow - Sanford, the second 
largest carpet manufacturer, has 
also been diversifying into other 
areas. Past erratic earnings 
should be helped by relocation of 
plants to the South, a 40% in- 
terest in VBS, a West-German 
manufacturer in the Common 
Market, and acquisition of Crest- 
liner Boats in 1960. The past year 
was hard on boat companies, 
however, Crestliner was able to 
continue to show some growth, 
which has been attributed to the 
strong dealer set-up established 
by Bigelow. 

Firth Carpet and Mohasco 
agreed to a merger in August, 
calling for 1 Mohasco share for 
each 114 shares of Firth. A group 
of stockholders reportedly have 
been trying to block the merger, 
as the dissident group considers 
the terms unattractive in view of 
the prices of the two stocks. 

Mohasco is the world’s largest 
carpet manufacturer. The com- 
pany’s tax loss was exhausted in 
1960 and declining sales this year 
will further reduce earnings for 
1961. The long term outlook makes 





this stock worth holding as a 
speculation on the success of 
management to develop new ma- 
terials and uses. The company 
recently announced a new 
acoustical curtain in fabric form 
which has an interesting poten- 
tial, but this fact should not ob- 
secure the dull intermediate 
term outlook. Recent merger de- 
velopments, however, created in- 
creased interest in the stock and 
may assist earnings via tax losses 
and broadening of the sales base. 

END 





Black Africa 
And American Financing 





(Continued from page 187) 


Until recently, African leaders 
have been rather busy in getting 
acquainted with one another and 
celebrating their newly won 
freedom. But now they are under 
increased pressure to meet essen- 
tial economic needs. Population 
growth in these new African 
countries has created acute hous- 
ing shortages. Africans from the 
bush have been crowding into the 
cities and into the industrial areas 
looking for work. Unemployment, 
partly owing to unsettled political 
conditions, has been on the in- 
crease in most areas. Continued 
flight of European capital and 
the accelerated departure of Eu- 
ropean technicians is crippling 
many enterprises. 


Other Jolts To Confidence 


Other aspects of the African 
scene are disturbing. Threats of 
confiscation of foreign capital in 
a couple of African states have 
created a disquieting impression 
on the outside world. Even a 
rumor of intended taking over of 
private property has precipitated 
a couple of flights of capital. A 
few such unpleasant episodes 
make a deeper impression on in- 
ternational financial circles than 
do the numerous concessions and 
facilities some new states have 
already made to attract foreign 
capital. 

Actually the outside world has 
been excessively fearful of politi- 
cal upheavals in Africa. Overall, 
African peoples have shown re- 
markable calm during the revo- 
lutionary changes of recent years. 
But the injection of the Cold War 
into the Congo and chaotic inter- 
tribal conditions there, have 
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NATIONAL 
DISTILLERS 


and 


CHEMICAL 
CORPORATION 


The Company with 
the Five Industry Future 


DIVIDEND NOTICE 
The Board of Directors has declared 
o@ quarterly dividend of 30¢ per share 
on the outstanding Common Stock, 
payable on December 1, 1961, to 
stockholde-s of record on November 
10, 1961. The transfer books will not 
close. 
PAUL C. JAMESON 

October 26, 1961. 


Treasurer 


LIQUORS + CHEMICALS 
PLASTICS «+ FERTILIZERS 
METALS 











SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 
Common Stock Dividend No. 91 


A regular quarterly divi- 
dend of 50 cents per share 
has been declared on the 
Common Stock of Southern 
Natural Gas Company, pay- 
able December 14, 1961 to 
stockholders of record at the 
close of business on Novem- 
ber 30, 1961. 

W. S. TARVER, 
Secretary 
Dated: October 28, 1961 




















shaken outside confidence in Af- 
rica as a whole. 

e Africans wonder why trou- 
ble in one corner of Africa 
should make us pull back every- 
where else. After all, Africa is 
nearly four times as large as the 
United States. Distances are 
much greater and economic con- 
ditions more varied on that con- 
tinent than here. But I wonder 
whether they recognize that the 
turmoil and lust for power and 
wealth with its trend toward dic- 
tatorship is the great handi- 
cap under which they are oper- 
ating. 

e It is mainly for this reason 
that American private capital has 
shown hesitation in going into 
areas where the government is 
actively engaged in public utili- 
ties and in industry. But this 
trend—socialistic if you will— 
exists in Africa as it does in most 
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other emerging nations. For want 
of private capital and experience, 
the government has had to take 
the initiative in promoting indus- 
trial enterprises. 


Foreign Investment Has Neglected 
Vast Areas 


One aspect in the attitude of 
American and other foreign capi- 
tal, toward Africa has caused its 
leaders particular anxiety. In the 
past, foreign capital has gone 
mainly into mining, oil, and indus- 
trial areas where profit possibili- 
ties are highest, passing over 
Black Africa altogether. Indus- 
trial growth in Africa has thus 
been concentrated in less than 
8% of the area of the entire con- 
tinent. Vast areas with popula- 
tions of over a hundred million 
have been virtually ignored. Al- 
though modern communications 
—plane and radio—tend to bring 
African peoples closer together, 
as matters stand the possibility 
exists that the flow of foreign 
capital again will be directed to- 
ward the same mining and indus- 
trial areas as before, rather than 
into the vast subsistence agricul- 
tural areas of West and Equa- 
torial Africa. 


We can understand this anx- 
iety because human nature, be- 
ing what it is, money flows into 
areas of confidence and away 
from excessive risk. 


No assurance can be given that 
conditions in the poor West Afri- 
can areas will necessarily im- 
prove. Standards of living have 
already been going down in some 
areas. Unless foreign enterprise 
and capital is attracted promptly, 
conditions may get even worse. 

In fact, the securing of private 
capital will, to a great extent 
from now on, depend on the 
capacity of the leaders to show 
progress in improving the living 
conditions for the masses. It will 
be a prerequisite for loans sought, 
for many leaders have been prom- 
ising their people more than they 
can deliver, and unless they are 
able to show some early progress 
their own position will be in 
danger. 


The Major Need: Mutual Confidence 


Overall progress in Africa calls 
for the establishment of greater 
mutual confidence than now ex- 
ists between African leaders and 
outside investment capital. The 
giving of tangible aid to the peo- 
ple of the newly-formed countries 
will depend in a large measure on 


confidence in the kind of leader- 
ship to emerge in the individual 
states. Whether an_ individual 
with a dictator complex will arise 
to leadership or whether those in 
control are thinking in terms of 
benefit to the people and will seek 
to lift them out of the misery 
and suffering they now endure, 
will be a top consideration. 
Coming at a time of tension in 
world finance, outside investmen 
will require more than the illu- 
sion of security. It will want as- 
surance of political stability and 
signs of genuine devotion on the 
part of the leaders to the caus» 
of their countries as a_ whole, 
rather than merely using thei- 
position as a step toward grati- 
fying the ambitions of a clique a 
the top. EN)) 





The Construction Industry 





(Continued from page 181) 


non-residential building field, we 
come to industrial building. Thi 
is also a large category compris 
ing about 22 per cent of the non- 
residential building market a 
present. It has exhibited a vigor 
ous growth trend in the last two 
years. 1960 expenditures rose 3: 
per cent over 1959, and thi 
year’s activity is expected to 
climb another 7 per cent to a 


level of approximately $3.5 bil 
lion. 


® The prospects for industria! 
plants in 1962 are somewhat 
mixed. On one hand, the genera! 
economic recovery should defi- 
nitely help this category which 
is still subject to wide fluctua- 
tions according to the tone of 
overall business conditions. How- 
ever, mainly because of the recent 
recession, contract awards for 
factories have been at a dismally 
low level this year. Next year, 
contracts are expected to reverse 
their decline and rise fairly sharp- 
ly. But this turnbout in con- 
tract letting may occur too late 
to boost actual dollar expendi- 
tures above the 1961 mark. 


School, Hospital Construction 
To Bolster Public Service 
Segment 


& The balance of non-residen- 
tial building is made up of pub- 
lic service construction — hospi- 
tals, schools, public buildings, etc. 
Together, these categories actual- 
ly account for about 50 per cent 
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Selected Natural 


Resource Stocks 


May Add Substantially to Forecast Profits 


(8 ecause massive government spending — coming 
on top of business recovery — may add inflationary 
pressures, our analysts have selected for well-timed 
purchase several promising “natural resource” 
stocks, for example... 


4, SPECIAL SITUATION — Yielding nearly 5% — 
well financed and integrated — 


This company enjoys aggressive management — 
low cost operations — and has ample capital for 
«xpansion into new fields. Profits increased 8% last 
vear but rose nearly 16% in the first half of 1961. 
“‘reedom from long term debt — with cash and 
yovernment securities of more than 114 times short 
term liabilities — give added assurance to liberal 
dividend. Selling more than 10% under its 1961 
high, this issue seems definitey under-priced. 


A SOUND STOCK IN A RESURGENT PHASE 
still selling 20% under 1960 top — 


This leading low cost producer owns vast re- 
serves of raw materials and well integrated oper- 
ating facilities. Net per share last year rose 20%, 
and for second half 1961, demand and profits should 
be in a rising trend. Current yield is 3.6%, with 
dividend secured by strong finances. We believe 
this issue could advance materially higher. 


OUR MOUNTING PROFIT RECORD 


We expect that these attractive issues and other 
carefully selected recommendations of emerging 
opportunities, which would be called to your atten- 
tion as a subscriber, will add to our outstanding 
profit record. 

Our Audit of the stocks in our open position at 
mid-year showed net appreciation of 9377, points — 
a gain of 253 points since January 1961... and the 
profit balance has been growing in the second half. 


Such stocks as American Chicle, American 
Tobacco, Reynolds Tobacco, Int. Tel. & Tel., 
Sperry Rand and other sound Forecast issues 
have increased subscribers’ gains. 


Appraisal of Your Present Securities 


To help you to put your investment house in 
order looking to the period ahead—be sure to 
include with your subscription a list of the securi- 
ties you own (12 at a time) for our personal report 
and advice on — WHICH TO RETAIN — WHICH 
TO DISPOSE OF — WHICH TO AVERAGE. If 
you are disturbed regarding any issues in your 
list, be sure to get expert opinion BEFORE you 
decide to sell — or to hold. 

This extremely valuable consultation service 
helps subscribers to save thousands of dollars by 
preventing hasty sale of sound issues while weed- 
ing out weaker stocks. 


A Well-Rounded Service Geared to 1961 
Investment Prospects 


Each Week Our Private Bulletin: 


»Keeps you a step ahead on the market outlook, 
changes in defense spending, money rates, taxes 
and the trend of business at home and abroad... 
Firsthand reports from our capable Washington 
analyst interpret political and legislative action. 
Our comments and exclusive indexes of the 46 
industrial stock groups indicate which are rising 
strongly—those starting to advance—to decline. 
& Our Unique Graph measuring strength vs. weak- 
ness in stocks signalled the 1957 decline, the 1958- 
59 recovery, the 1960 setback and the advance of 
the past months. 

Subscribe now to secure all the advantages of our 
original research, broad facilities, special sources 
of information—backed by our organization’s 54 
years of successful experience! We feel sure you 
will find our advice most rewarding. 
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of Cites cctes 


"SERVICE $75 
Plus Two Weeks Free 
12. ‘Service $125 


Plus One Month Free 
? (0 $15.60 one year. 
Complete Service will start as 


THE INVESTMENT AND BUSINESS FORECAST ‘ 
of The Magazine of Wall Street, 120 Wall Street, New York 5, N. oe 


I enclose [) $125 for a year’s subscription—plus one month bonus 
O $ 75 for 6 month’s Service plus two weeks bonus 


Air Mail: (1 $1.00 six months; [J $2.00 
one year in U.S. and Canada. 
Special Delivery: (1) $7.80 six months: 


SPECIAL MAIL SERVICE ON BULLETINS 

(1 Telegraph me collect your Forecast rec- 
ommendations . . . When to buy and 
when to sell . . . when to expand or 
contract my position. 








° cries teduiiiucinbaicibiskss 
soon as your remittance 
reaches us — but annual en- IN cabeccoraseaccsthxoan 
rollments will date as offi- City 
cially beginning one month State 








later — semi-annual enroll- 
ments will date as starting 
two weeks later. 





Your subscription shall not be assigned at 
any time without your consent. 


List up to 12 of your securities for our 
initial analytical and advisory report. 
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of the total non-residential mar- 
ket. Strong demand forces are 
pushing construction activity up- 
ward in most areas here, and 
1962 should be a banner year, 
particularly for hospitals and 
schools. 

As a result of the bumper baby 
crops of the mid-1940’s, a wave 
of teenage students is beginning 
to inundate our secondary school 
systems, creating intensive pres- 
sure for expansion of facilities in 
many parts of the country. 

Bolstered by a record level of 
school bond approvals last year 
and bond sales earlier this year, 
school construction expenditures 
should hit a record high of about 
$3.7 billion for 1961 as a whole. 
— advance is scheduled for 


Hospital building next year will 
benefit from a surge in contract 
letting in 1961. In fact, 1961 hos- 
pital awards will undoubtedly 
post the biggest percentage in- 
crease over 1960 of any non-re- 
sidential building type. 


Residential Building Has Lost Steam 


> Economically, housing is the 
most important sector of con- 
struction. The dollar valuation of 
all residential building construc- 
tion now accounts for about 40% 
of all new construction. 

e Housing is having only a 
mediocre year in 1961. It appears 
that non-farm housing starts will 
amount to about 1,300,000, slight- 
ly above the 1960 level but below 
the robust pace of 1959. 


In the past few years, it has 
become increasingly obvious that 
housing demand is no longer as 
intense as it was during the 
earlier postwar period. Since the 
net increase in dwelling units 
from 1950 to 1960 was consider- 
ably more than growth in house- 
holds, the backlog of need left 
over from the hiatus in home 
building during the depression 
and World War II has been grad- 
ually worked down. As a result, 
the vacancy rate has tended to 
move up, slowly at first but ac- 
celerating more recently. 

Moreover, easy money condi- 
tions no longer have the same 
stimulating effect on heme build- 
ing. We have had such conditions 
for over a year without produc- 
ing a housing “boom.” 

All this does not mean that the 
nation’s housing is overbuilt. Our 
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rate of replacement is still ex- 
tremely low, and millions of sub- 
standard dwellings are still occu- 
pied. But we certainly are better 
housed than we were. Some of 
the pressure fs off, at least until 
the next big population surge due 
in the mid-1960’s. 


»> It can be fairly easily dem- 
onstrated that the basic annual 
demand for housing now is about 
1,300,000 units: about 900,000 for 
population growth, 300,000 for re- 
placement, and 100,000 a year 
merely to keep the vacancy rate 
at the same level as our total 
housing stock grows. The replace- 
ment rate could be considerably 
higher, and it is starting to rise. 
For these reasons, it seems un- 
likely that housing starts could 
fall much below the 1961 level. 

On the other hand, there are 
reasons why they should rise a 
little. The more liberal financing 
terms for FHA-assisted housing 
resulting from the 1961 Housing 
Bill should still have some stimu- 
lating effect. The cumbersome 
urban renewal program finally 
seems to be picking up steam. In 
addition, personal incomes will 
be rising more sharply with the 
overall economic upswing putting 
more people in a house-buying 
mood. 


e For these reasons, then, we 
would expect some improvement 
in housing starts for 1962. 


@ Apartments should account 
for about a quarter of total hous- 
ing starts next year. Although 
there are potent long-term forces 
which may lift this proportion 
even higher later in the decade, 
25 per cent appears to be the top 
limit for the immediate future. 


Apartments: Overbuilt on West 
Coast But Vacancy Rate Still Low 
in New York 


In some cities, particularly on 
the West Coast, apartment con- 
struction may decline quite dras- 
tically next year. The speculative 
fervor has resulted in a construc- 
tion rate greater than even the 
burgeoning population growth of 
the West can support. Actually, 
the warning signs have been fly- 
ing for some time now, in the 
form of sharply increased rental 
vacancy rates in the West and 
unusually generous inducements 
to prospective tenants. 


In New York, however, this 
does not apply. The vacancy rate 
is still quite low here, and judging 
from current plans and contract 
awards, apartment construction 
may remain high in the year 
ahead. 

The total dollar volume of resi- 
dential building in 1962 can be 
expected to rise a little more than 
the anticipated gain in housing 
starts. Construction costs, thoug! 
relatively stable for the last six 
months or so, will push up agail 
next year. Also, it should be : 
very good year for non-house 
keeping residential construction— 
hotels and motels, etc. Again, ex 
penditures on housing addition: 
and alterations will be in a rising 
trend thanks partly to the liberal 
ization of the FHA home improve 
ment loan plan. 


> Mention should also be made 
of the heavy engineering sector 01 
construction. About half of this 
is comprised of highway building 
which, with the Federal-aid pro- 
gram on an even keel again, wil! 
score a modest advance in 1962. 
Other types of heavy engineering 
construction such as electric util- 
ity systems, water and sewer sys- 
tems, and some military construc- 
tion should move up a little 
faster. 

Role of Cycles Will Be Greatly 

Diminished in Future 


The construction industry ap- 
pears headed for a good year in 
1962. If the economy in general, 
continues to expand, construction 
expenditures could approach $62 
billion, or about 7% ahead of 
1961. 

This may not strike one as an 
immense advance, but it will 
mean reasonable prosperity for 
many firms in the industry. In 
addition, if the forecast is borne 
out, it will mean another nail 
driven in the coffin of the “18- 
year” cycle theory. Not that con- 
struction is immune to a collapse, 
but it does seem highly resistant. 
Except for some marginal areas, 
like Western apartment construc- 
tion, there is little evidence of 
building very far out in front of 
the market. 

All in all, the chances for 
further growth for building are 
high, always assuming that busi- 
ness in general gives a good ac- 
count of itself. END 
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_ IMPORTANT MESSAGE... To Every Investor 


With Securities Wort $40,000 or More 


. the challenging days ahead we will see 
amazing ventures into space — scientific 
“breakthroughs” — revolutionary industrial 
advances and new products. 

Also, with turbulent conditions abroad — 
and “New Frontier” policies taking shape 
at home — changes of deep investment 
significance may occur in spending, taxes, 
international trade, money and credit. 

Don’t you agree that this is no time for 
a “do nothing” policy? Let us help you keep 
investments fiexibly adjusted to today’s 
conditions — tomorrow’s eutlook. 


Unsurpassed Qualifications to Serve You 
Successfully: 


To safeguard and foster the growth of 
your funds — INVESTMENT MANAGE- 
MENT SERVICE as a division of THE 
MAGAZINE OF WALL STREET offers 
you unique advantages: 

— a background of 54 years of experience 

— skills and judgment of a seasoned staff 

— widespread sources of timely informa- 

tion 

— top financial library-research facilities 

— fully equipped offices in the world’s 

financial center plus able Washington 
analysts. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your credit list— 
taking into consideration income, safety, 
diversification, enhancement probabilities— 
today’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous 
Revisions: 


Definite counsel is given on each issue in 
your account ... advising retention of those 
most attractive for income and growth... 
preventing sale of those now thoroughly 
liquidated and likely to improve. We will 


point out unfavorable or overpriced securi- 
ties and make substitute recommendations 
in companies with unusually promising 1961- 
62 prospects and profit potentials. 


Continuous Supervision of Holdings: 


Thereafter—your securities are held un- 
der the constant observation of a trained, 
experienced Account Executive. Working 
closely with the Directing Board, he takes 
the initiative in advising you continuously 
as to the position of your holdings. It is 
never necessary for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are 
given, together with counsel as to the prices 
at which to act. Alert counsel by first class 
mail or air mail and by telegraph relieves 
you of any doubt on your investments. 


Complete Consulation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts 
and original research sometimes offer you 
aid not obtainable elsewhere—to help you 
to save—to make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability. (Our annual fee is al- 
lowed as a deduction from your income for 
Federal Income Tax purposes, considerably 
reducing the net cost to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of of your annual enroll- 
ment you receive our audit of the progress 
of your account showing just how it has 
grown in value and the amounts of income 
it has produced for you. 








be o investors with $40,000 or more we shall be glad to send full information on 
Investment Management Service. Our annual fee is based on the current value of 
the securities and cash to be supervised—so if you will tell us the present worth of 
your holdings or list them for our evaluation—we shall quote an exact fee—and 
answer any questions as to how our counsel can benefit you. 








INVESTMENT MANAGEMENT SERVICE 


A division of THE MAGAZINE OF WALL STREET. A background of over 54 years of serviee. 


120 WALL STREET 


NEW YORK 5, N. Y. 











: - QUALITY OF PRODUCT 
IS ESSENTIAL TO 
CONTINUING SUCCESS 














Under this famous sign 
the pioneers of tobacco research 
now celebrate a 


GOLDEN 
ANNIVERSARY 


Tobacco research began in 1911. The pioneer was The American 
Tobacco Company. Today in Richmond, Virginia, our large, modern 
research center testifies to the fact that The American Tobacco Com- 
pany is the leader in this field—the pioneer in a.dramatic new world 
of tobacco research. 

American Tobacco’s research program now embraces every con- 
ceivable facet of the industry from growing the tobacco leaf to packag- 
ing the finished cigarette. Today great emphasis is placed on fundamental 
research into the nature of tobacco and tobacco smoke. Tremendous 
progress has been made. And as the program enters its second half 
century, the importance of progressive research policies is being 
stressed more than ever before. For research is essential to quality—and 
at American Tobacco, “‘quality of product is essential to continuing 
success.” 
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